


THE 


INDIAN FISCAL PROBLEM 

BEING 

A COURSE OF SEVEN LECTURES 

DELIVERED AT PATNA U.NIVP:RSITY 

IN 

AUGUST, 1923. 


BY 

J. C. COYAJEE, 

Member, Indian Fiscal Commission, 

Professor of Economics in Presidency College, Calcutta, 



CALCUTTA; 

PRINTKD AT THI? ART i?RESS AND I'UBUSIIED BY 
PATNA UNIVERSITY, PATNA. 

LONDON. 

.r S. KIN’G & SON, Ltd. 

OROHAKD HOUSE. WESTMINSTER, 


1924. 




PREFACE. 


The University of Patna* did me the honour in 1923 to 
appoint me Banaili Reader in Indian Ikonomics, and I was 
asked to deliver a course of lectures during the ses.sion 1923- 
1924. The theoretical position taken up, and the policy recom¬ 
mended in these lectecs are practically identical with those of 
the Majority report of the Indian Fiscal Coiumission, though 
I have availed myself of the present opportunity to develop 
further the theoretical considerations underlying fiscal policy, 
and to draw attention to the lessons and warnings in which the 
tariff history of the last century is so rich. Anything like an 
exhaustive treatment of the numerous important aspects of 
tariff policy, history and administration was, of course, not 
possible witliin the range of a few lectures; but I hope to be 
able to follow up the present publication by a more comprehen¬ 
sive study of tariff-making in theory and practice. 

Perhaps the one merit that I might claim for these lectures 
is the ab.seuce of a partisan spirit. While I believe in the 
ultimate success of a policy of di.scriminating protection judici¬ 
ously carried out, I have not striven to disguise the fact that 
tlie nation must be prepared to make the ueces.sary sacrifice in 
various directions. Again, at a time when India is making 
up its mind on the subject of its tariff iwlicy, it seems to me 
desirable to place clearly before the public the views and pro¬ 
nouncements of the great masters of fiscal theory and history, 
irrespective of the school to which they happen to belong. 

I wish to icxpress my cordial thanks to Mr. Prafulla Kumar 
Sarkar, M.A.j who has assisted me at every stage of the 
preparation of this book—from its inception in my Economies 
Shminar to its passing through the press. 


Calcutta, 
February, 1924. 


J. C. C. 
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LECTURE I. 

ARGUMENTS FOR PROTECTION. 



Tlic Indian Fiscal Commi.ssion, wliicli was appointed to 
examine the tariff policy of the Government of India, has come 
to the conclusion tliat in the interest of the countrj^ the policy 
of discriminating iwotcction should be adopted. The task of 
carrying out such inVe.stigations affecting the whole range of the 
fi-scal policy of a great country is one of the most difficult in the 
field of applied Economics. Tlic .sifting and appraising 
of the arguments for cither si\'stem of fiscal policy is, in it.self, 
no easy affair. Centuries of controversy have strewn the ground 
with weapons, good, bad and indifferent, and the reasons for a 
judicious and discriminating policy have to be separated from 
mere ajipeals to popular prejudice. The theoretical difficulties in 
the way of the Commi.ssion were not inconsiderable'—to analyse 
the assumptions on which free-trade theory is based, to estimate 
how far the assumptions were jnstificable or not, and on the basis 
of this analysis to found the case for any advisable departures in 
the protectionist direction. Again, in studying the possible 
effects of a jirotectionist policy a proper perspective has to be 
maintained, and great care has to lx- exercised to distinguish 
between the immediate and long-period effects of protectionist 
measures. The confusion between these two sets of effects has 
been the source of much fallacious reasoning, as we shall notice 
later on. On the practical side, the difficulties of anticipating the 
effects of any proposed fiscal system are still greater. It is 
a complicated problem to examine the full case for protection 
as regards any. single industry—^to balance the sacrifice to be 
made and the burden to be borne both by consumers and by 
other industries, against the potentialities of gain to the industry 
in question. But the complexity of the problem is vastly 
increased when the i)0s,sibilitics of simultaneous protection to 
a number, of industries arc being contemplated. The items of 



loss and gain are then so numerous an^ complicated that it is 
difficult to guess and impossible to compute the resultant 
balance ; and yet any judgment as to a protectionist policy would 
bo hopelessly faulty w'hich tried to envisage its potentialities 
as regards individual industries, and did’not try to make some 
estimate of the conse<iuences both to the consumers and to the 
entire industrial system. 

The rationale of free-trade admits of brief and clear 
exposition. It has been asserted, that as in every particular 
exchange there is necessarily a gain to 
parties conccrneil, “the 
sum total of such exchanges should be 
allowed to attain the maximum volume so as to yield a 
maximum satisfaction to consiuners.’’ J’rima facie, interna¬ 
tional trade brings a gain and any re.strietion on it presumably 
a loss. From these axioms is deduced the practical rule of free 
trade that all efforts to direct the productive forces of the 
coimtry in any particular direction artificially should be given 
up. "The most effective way of promoting progress would 
seem to be to make the way, free and open for the best producer 
wherever he be.” 

The correct theory of protection is based upon the unful¬ 
filled assumptions and nece.ssary qualifications of the naive 
free-trade theory. As a great master 
protec- pointed out we cannot u.sc as con- 
vertible, the two phrases “the com¬ 
modities which a country can now produce most easily”, and “the 
commodities which a country hiis the greatest potential 
advantages for producing”. There might be reasons for looking 
much beyond the pre.sent interests of the consumer and the 
present capacities of the local producer. The benefits of 
international divi.sion of labour are no doubt great; but it is 
only when fully developed countries compete as equals that the 
best form of international division of labour can be reached, and 
such a division is itself reached on}y by tentative stages. In the 



popular statements of free-trade theory it is further assumed 
that '.lO lung as the capital and other resources of a country can 
be employed with equal profit the niethoil of application is a 
matter of indifference.” Finally, the transfer of capital and 
labour from one industry to another, as the result of the stress 
of foreign competition, is a much more foniiidablc matter than 
has sometimes been supposed. The unfulfilled assumptions and 
the uneraphasised qualifications of free-trade form the armoury 
of protection. In the considerations stated above might be 
recognised the leading arguments for protection. 

In advancing and marshalling the arguments for protection 
the Indian Fiscal Commission has justly given the place of 
honour to the infant indastries argu- 
arguLS""*”'Not only is the theoretical 
validity of the agrument undeniable but 
there has been a tendency to extend the .scope of its application 
on the part of recognised economic authorities. By parity of 
reasoning, the e.xtension of protection has been recommended 

I even to older industries which are .suffering from temporary 
[atrophy—such industries being regarded as infants pro t^nipore. 
The Commis-sion has duly noted this; but there is also another 
projioied line of extension of the argument. As,Prof. Taussig 
has argued, there is scope for protection to young industries 
even in the c.ise of old countries which have fairly entered upon 
the manufacturing stage. Obviously, however, this line of 
reasoning should not be carried too far. The as.sistance to be 
given to infant indrstries niiust vary with the difficulties in their 
way ; and the general industrial develoinnent of a country can¬ 
not but dimini.sh in a great mea.surc the initial difficulties of 
industries started later. With the general industrial develop¬ 
ment a class of efficient entrepreneurs mu.st have been trained 
upt capital must have been accumulated and a skilled I b mr 
force brought into existence*; hence. Prof. Taussig himself' 
qualifies his rebtarks by adding that the opportunity for the use 
of protection in the case of industrially advanced countries is to . 
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be limited to “periods of transition ami of great industrial 
change.” 

What should he cni])hasizcd here is, that not only the scope 
of the argument but the weight and imiiortance of the considera¬ 
tions lying behind it have been 
•iiid^ni^"ortan«'*'" constantly inereasing with the growth 

of the eomplexity and scale of business 
enterprise, 'I'he advantage always enjoyed by established 
enterprise has I)cen gre-.itly increased by the growth of massive 
production, the ma.ssive treatment of by-products and by the 
internal and external economics corresponding to the expansion 
of businc.ss units and industries. Capital is needed on an ever 
increasing scale to compete witli large manufacturing e,stablish- 
meiits abroad. The natural adviuitages of large .scale produc¬ 
tion are multiplied by the (wwers develoi)e<l through integrations 
ami eombiiiations. On the othed hand, the natural protection 
enjo3’cd by domestic industries is being constantly diminished 
by improvements in transportation and the reduction of freights. 
f, All these factors add to the difliciiltics of starting new industries 
jin a country. But even this is not the full measure of the 
I difficulties under which infant industries labour in our days, 
j Neither jMill nor I,ist knew of the present day ])olicics of cutting 
out foreign rivals—export Imuntics open or concealed, sqjecial 
transportation rates for e.xport business, and specially reduced 
inices of commodities sold or export. Had tho.se writers been 
living to-day, they would have been even more convinced 
advocates of the theory of protection to young industries. Who, 
for example, can doubt that if India had delayed tiic initiation 
lof her cotton industry by half a century, and were starting it 
Mil these days, that nascent industry would soon have been 
•dumped out of existence? 

Then again, the case for protection to nascent industries 
has been to a certain extent strengthened in another direction by 
the growth of massive production. On this subject some dicta 
of Dr. Marshall might be carefully, studictl as showing the exact 



limits within which the advocate of protection to infant industries 
can take advantage of this circumstance as favouring his con¬ 
tention. “It is obvious that an industry which offers large 
scope for the economies of massive production stands to gain 
much from protective duties, if they can be so arranged as to 
insure it the almost undisturbed pos.sessiun of the home market 
while keeping open for it opiiortunities for large sales abroad : 
its sales at home and its sales abroad, alike increase its command 
over economies that help it to undersell rivals in neutral 
markets.” In another place he ohfcrvts that “it may be 
admitted that there is some force in the claim that a protective 
tariff is needed to aid giant businesses in establishing a conipU te 
standardization on the most advanced modern mo<lcl.” While 
thus the argument for protection to nascent industries is 
strengthened, to a certain extent, it docs not follow that we 
should benefit by extending protection to all national industries 
conforming to increasing returns. In the first place, we must 
have regard to the circuni.stance that “many of the advantages t 
which a .single industry derives from a protective duty in its) 
favour, involves loss and hindrance to other industries.” Nor 
can we afford to forget that economies of massive production are 
of many different kinds, and that while protection might 
influence some of these economies it might adver.'-ely affect the 
others. Nevertheless after making allowance for these con- 
•siderations, we might recognize the existence of beneficial 
Iiotentialities in the extension of protection to wisely chosen 
manufactures which have “great latent powers of economy 
I through production on a large .scale”. Finally, it cannot be 
j denied that thd more any country c.xports “her raw produce in 
return for manufactures the less benefit she will get from the 
Law of Increasing Return”. The application of the last remark 
to conditions obtaining in India is obvious. 

_ t 

*Oii this topic the student should refer to Marshall, Industry and 
TradCt pp. 138, 746 & 764; also tt> the same author's Money Credit and 
Commerce, p. ai8. • 
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Wc might now turn our attention to the other cogent 
argument on behalf of protection—that for the diversification 
of industries—which, during the last 

Formulation of the ccntuiy or SO li®s been fo'iiiulalcd in 
argniiHMit for diversified ^ j j 

industry. many different ways and presented from 

many angles of \ision. Alexander 
Hamilton had noted how diversification of industry helped to 
afford a more ample and various field for enterprise and to 
furnish greater scope for the diversity of talents and disposi¬ 
tions. I,ist had argued from a different iioint of view for “the 
principle of the variety and division of occupations and the co¬ 
operation of the national productive iiowcrs.” He pointed out 
the importance of .such co-ordination and diversification as 
regards the social condition of a nation, and showed that the 
general well-being of a people depended upon the balance and 
harmony of their producive powers. The illustration by which 
I.ist enforces his proiwsition seems- to be particularly applicable 
I to Indian conditions. “It is”, he says “possible for a nation to 
Jiossess too many philosopb.ers, philologcrs, and literati and too 
few skilled artisans, merchants, and seamen. This is the 
consequence of highly advanced and learned culture which is 
not supported by advanced manufacturing power.” Coming to 
more recent times, we find that in the latter part of the nine¬ 
teenth century the same argument was brought into great 
prominence owing to what appeared to be the excessive and 
one-sided industrial development of Germany. This led eco¬ 
nomists like Wagner to cmpha.sizc—and even to over-emphasize 
—the importance of an all-round development of a nation in 
industrial matters. Any other imlicy would be followed, says 
Wagner “at the cost of a one-sided occupation of its population, 
the narrowing of their view.s, the most onc-shled physical and 
mental development, the absence of all the advantages of the 
universality and variety of nationaf production, and of the favour¬ 
able reaction of this upon the national life in general”. He 
professes to look at this question hot exclusively as a problem 
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of economic value but from the point of view of “the abiding 
interest of the nation’s economy, of its civilization, of the 
national life as a whole”. Though the views of Wagner have 
1x2cn denounced as pessimistic l)y Schmoller, who held more 
moderate opinions of tlie subject, yet Schmoller himself was in 
favour of employing moderate duties so as to develop Iwlli the 
agrarian and the industrial strength of his country. 

It might have licen noted that the two argument.s—the 
infant industry argument imd the argument relating to diversi¬ 
fication and correlation of industries—are closely related, the 
one referring to the development and the other to the co-ordina¬ 
tion and co-operation of productive powers. The development of 
any particular infant industry is one means and aspect of securing 
the requisite national co-ordination of industries. But in looking at 
diversification or co-ordination of industries, our view points is 
shifted to the national outlook embracing all industries and to 
their inter-relations. Our outlook is in fact widened and we look 
Jtot only to the interactions of industries and tlieir cquilibrim but 
to the reaction of the whole scheme of indu.strics on the national 
])sychology and temperament. This wide range of the diversified 
industry argument iniiwrts into it considerations relating to all 
aspects of protection—social, psychological, and industrial. But 
it also makes that wide topic the breeding ground of dangerous 
fallaeies like the home market argument, indiscriminate protec¬ 
tion and "autarchy”. 

..■l^fTikc the infant industry argument the argument for diversity 
of industry loses much of its force in the case of the more advanced 
manufacturing countries. Thus, a great authority on matters of 
fiscal policy expresses the view that “in view of the degree of 
industrial activity which is certain to apiiear under any circums¬ 
tances in a modern country of advanced civilization, this .sort 
of*vague allegation has no probative force.” But, in the case of 
a country like India it is far'otherwise; and the best argument 
for diversification of industries is furnished by the statistics of 
industrial employees in India which arc most instructive and^ 
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which show either the non-existence or the insignificant begin¬ 
nings of niimerons industries of the first order of national im¬ 
portance. These statistics bring to our mind and give a fresh 
significance to Dr. .Marshall’s dictum: "A new country may 
be dominantly rural, may lack the stimulus and culture of a 
nervous town-life, and have no access to the economies of manu¬ 
facture on a large scale: she will then derive comparatively 
little consolation from knowing that there are busy hives of 
industty and thought in remote lands.” Xor na-d we be afraid 
of applying tliis dictum about “new countries” to India since 
the .same writer has remarked on the possibilities of rejuvenation 
of older countries provided they listen to the gospel of self- 
sacrifice and of industrialisation. 

It has often been asserted that the basis and ground-work 
of Indian protectionism is the infant industry argument. That, 
however, is not the case. While the argument from diversity of in¬ 
dustry has been receding in importance in the advanced We.stern 
countries it has always been to the fore in India. It rcquireil 
some theoretical prqiaratioa to understand the infant indiistry 
argument; but no one could fail to remark the lack of diversity 
of industry in this country. In fact, Kanadc who opened the 
fiscal controversy in India, dwelt most on the "ruralisalion” or 
“rustication” of India—these being only strong expressions for 
tiic lack of diversified industry. The Famine Commissioners. 
iiTtiieir Report of 1880 had argued that no remedy for the evils 
' of famines could be complete which did not include the introduc¬ 
tion of a diversity of occupations, through which the suiirlus 
population might be drawn from agricrrltural pursuits and be led 
to find the means of subsistence in manufactures. Ranade 
followed this up with the view that "a due co-ordination of the 
three-fold forms of industrial activity, even if it be not 
immediately, most advantageous to individuals in any one perioil, 
is a permanent national insurance against recurrent dangers, and, 
as such is economically the most beneficent course in the interests 
of the community”. He further emphasised the unfortunate 
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effects of the lack of diversity of industry on the social and 
intellectual side—as transferring' the monopoly not only of 
wealth, but what is more important, of skill, talent and activity 
to others. His disciple, Air. G. V. Jo.shi, “regarded the dei)cnd- 
once of the people on agriculture as the .sole means of .suhsi.stcnct 
as the weakest point in India’s economic I'osition and pleaded foi 
the co-ordination of agricultural and manufacturing industries, 
with the direct hclp.of the state.” This train of reasoning was 
reinforced by historical reminiscences of the days when India 
pos.ses.sed a scrii's of relatively strong domestic industries and em¬ 
phasis was laid on this aspet of the matter by the late Air. 
Romesh Chundcr Dutt and Pandit Alalaviya among others. In 
his evidence before the h'iscal Commis.sion, Prof, jevons advanc¬ 
ed and ably summarised this traditional case for India in the 
matter of diversification of iiidu.stries. He gave a new turn to 
the old “mralisation” argument by pointing to the fact that, 
excepting the great ports and one or two inland industrial towns, 
there are no great industrial centres in India, and that the 
towns of Northern India have been for years in a state 
of industrial decay. This is a ])ointcd restatement of 
Ranade’s complaint as to the “rustication” of India. What 
is wanted urgently is a pcriotl of industrial reconstruction 
in India which might stimultc the growth of new inland towns 
and the revival of some of the old cities. The social and educa¬ 
tional advantages of diversified industry were also brought out 
clearly: "The buxz and hiv/z of iiuhistries, the increased pro¬ 
fits and earnings of the people, the changed mental outlook which 
is stimulated by progre.ss and success in one’s immediate locality, 
would have an' almost unimaginable inlluence upon the national 
temi'wrament and cliaraetcr. When industries become established 
and thriving occupations of various kinds become open to all 
men, and every man can take up that which suits him best, .a 
ladder of advancement is opened and with it the buoyancy of 
hope, which stimulates to work and enterprise.” 

It has recently been aifeucd that the extent to which an 
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opportunity for the employment of educated Indians would be 
afforded by the devclopmdiit of industries is often exaggerated. 
We can- well understand that the posts of an important directive 
character which can be made available as the result of industrial 
development would not be a.s many as are sometimes supposed. 
Hut the mere number of the posts of directive importance is no 
accurate measure of the influence exerted by the industrial 
stimulus in affording practical training of a business character 
to the youth of India. The leavening influence exerted by the 
opening up of such employments is of many times greater value 
than the jolw themselves; nor can it be said with truth that it is 
only the employment of a directive character which will have 
.such influence, since so far as the skilled artisiin classs or the class 
of well-paid foremen increases the practical instincts and abilities 
will be materially strengthened. If we compute the aggregate 
both of those engaged in the work of direction and of those 
who are doing .supervising and skilled mechanical work, the 
potential increase of talents of a practical character ajipcars to 
be of a substantial charactci. 

While desiring to semire the diversification of national indus¬ 
tries by all judicious means, we must not let ourselves forget that 
such industrialisation has got some .‘■•ocial drawbacks and iwssc'sses 
a less favourable side. The Fiscal Commission was fully aware 
that industrial development will bring in new and pressing pro¬ 
blems—^many of them arising from the aggregation of impulatio-.i 
in large towns. Again, poverty and unemployment might 
assume forms hitherto unknown in India and might demand new 
machinety to cope with them. These do form deductions from 
the beneficial consequences of industrial devclo'pnicnt, but they 
form no arginncnt against undertaking such development. Much 
could be done to avoid these evils by the utilization of resources 
available to ns in the shape of proper town-planning, honing, 
general sanitation and wise factory legislation. A^wise guide in 
the field of economics would have us take a balanced view of 
•the matter. It is true, he y^ould Say, that industrial develop- 
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nienl leads not only to urban aggregation of multitudes, but to 
a constantly increasing inequality of wealth due to concentration 
of ownership and management in the field of manufacturing 
enterprise. But, on the other hand, he would remind us that, 
socially speaking, the operatives in the manufacturing districts 
of industrially developed countries arc generally far from 
being worse off than the agricultural workers of industrially 
undeveloped countries. Finally, he would have us note that 
■“after all, the mode in which an industry is conducted, and the 
character of the people engaged in it are far more important 
than the nature of the industry itself.’’ 

Nevertheless it is peculiarly easy to exaggerate the scope 
of the argument for diversification of industries and wo would 
do well to bear in mind the limitalions of Ibe argumeni. It is 
loo often assumed that the domestic production of an article i.^ 
in itself a national benefit apart from the natural advantages 
which a country might imsscss in the matter of its production. 
In fact, the principle of comparative costs is in .some danger of 
being forgotten in the jubilation resultant upon what is considered 
to be the acijuisition of a new industry for the country. XtsUmtil 
is that the aquisition of industries for which a country has no 
comparative advantage is a diversion of labour and capital from 
Iliac 'prbfitofcle_cmplojr^^ and hence a wa.^e.qf national 
resources. The principle of comparative cost defines the sco])e 
of wise diversification of industry. “The real question”, as 
Taussig observes, “is which of the two ways of securing the 
goods in question is the better. To make a thing at home is 
not to our advantage if w’c make it at a high cost. To import it 
is not a sourcO Of loss when we import a thing more cheaply 
than we make it at home. Let us hold fast to the fuijdamental 
principle that exports are the means of producing the imiiorts, 
anil that only if there be real effectiveness, real success in thci 
application of our labour and capital, does the country gain.” The' 
greater the size of a country the stronger is tlic case for diversi- 
ficatic n, but the temptation ' to apply protection beyond the 
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judicious limits also increases. An extensive geographical'area 
invites a diverfification of industry, since it is likely that the 
varictyof raw materials required for any industry would be found 
scattered somewhere over the region. But^ if these materials are 
located by nature very far apart from each other, the cost of 
iisiicmbliiig them might add largely to the other costs of the 
industry and hamper it permanently, and sometimes to loo great 
an extent, in its competition with foreign rivals. A wise location 
of the industry becomes in such conditions a highly complicated 
)irobleni, and .sometimes the great distances involved might 
make the solution impossible. 

It would be easy to quote warnings, even from leading 
economists of the protectionist .school, against using protection 
too far in the interests of diversification of national industty. 
There is an obvious limit to the utilization of protection with this 
object. Protectionist authorities like ilchullcr recognize that 
even an advanced industrial slate should not attempt to produce 
all the objects required for its growing consumption and that it 
.should be always content to import numerous articles. They 
admit that as result of a misuse of industrial protection the 
gain from the increa.scd production is mucli smaller than the 
combined loss caused on the one hand to the consumer and on 
the other to the c.xport trade. 

Some protectionist writers have asserted like Patten that 
])rotection is necessiiry to keep society in a dynamic state. So far 
as this assertion has any significance it must be the application of 
protection to young industries which alone ciin have the effect 
desired. As inditstrial development progresses, 'new industries 
come into existence as well as new branches or grades of old 
industries. Protection to these can be always given advisedly 
and under proper circumstances, and it is in this sense only that 
protection is rcciuircfl to keep industrial society ^dynamic. On 
the other han<l, protection given indirectly to old industries or to 
all industries without regard to the* principle of comparative ad- 
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vantage in production, results in industrial stagnation or in a 
static condition in the sense understood bv Patten. 

The revenue argument for protection does not appciir to be 
a .strong one and was in fact over-cniphasir.ed by the Fiscal Com¬ 
mission. There are two propositions which appear to be very 
similar but are really quite different. The first of these propo¬ 
sitions is that a high revenue tariff incidentally affords some 
protection to manufactures ; the other is that a high revenue can 
be derived from a protectionist tariff. The determining factor 
of the revenue-yielding capacity of a duty is the elasticity of 
the demand for the dutiable article. >So far as protectionist con¬ 
siderations raise a duty above the point of maximum productivity, 
the rc'snlt is a diminution of revenue. >So far, again, as the tariff 
reduces the real income of the consuming classes the total 
revenue must l)c reduced. Great care has to ))e taken, when 
dealing with the revenue aspect of protection to keep apart the 
short-period and the long period effects. It is quite possible 
that in the long period a succe.ssful application of protection will 
raise the total of the revenue-yielding capacity of the countiy ; 
but no such result can be looked for within several decades; 
the more so that the infancy stage of industries tends to grow 
longer with the growing complexity and scale of industries. 

Those persons who believe that protection will merely 
transfer in the near future the field of revenue earnings froTU 
the imported goods to the wealth created 

IJffcct of protection on jjj jji coyjnry arc to be envied for their 
the aggregate revenues. ’ , „ . , , , , 

optimism but not for their knowledge of 

tariff history. They are, in fact, mixing up the short-period and 
long-period effects of the introduction of protection. It is true 
that if protection succeeds in bringing on a marked industrial 
development, the tax-paying capacity of the countiy will increase 
the yield from income-tax, customs, etc. But that consumma¬ 
tion is a matter of many decades, as the experience even of great 
and go-ahead countries like the United States of America shows. 
Thus, Taussig tells us that in spite of the unsurpassed mechanical 
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skill and natural resources of that country, the iron industry 
had to he protected as an infant industry for about thirty years. 
As the same author has shown, during the above period (1875 to 
1897) protection must have enabled the American iron-masters to 
make profits at the expense of the consumers, and no doubt they 
paitl over a small iwrtiou of these profits to their Government hr 
the shape of taxes; but these profits for the three decades could 
not be said to have added to the tax-bc;iring capacity of the 
country as a whole. All .such profits were'made at the expense 
of the American purchasers of iron and steel; and, as these 
purchasers thus paid a heavy tax to the local prodneets in the 
shape of higher prices, the capacity of the former to pay taxes 
to their Govenmient must he taken to have been correspondingly 
reduced. It is obvious, in short, that during the period of 
infancy of industries there is no jios.sibility of any incrca'e of 
the aggregate tax-paying capacity of the country ; there can be 
only a redistribution of resources within the country—the 
consumers losing what the protected producers gain. It is only 
after the infant industries have reached the stage of maturity 
that the aggregate national dividend and wealth can be said to 
have increased; and then alone can it be asserted that the taxable 
wealth of the nation has grown. Here, and as we shall sec later 
in the whole study of (he influence of protection on trade and 
finance, we have to be careful in distinguishing between imme¬ 
diate and long-i)oriod results. Tau.s.sig once believed that the period 
of infancy of an industry under the fostering care of protection 
was a decade or thereabouts. But he goes on to say; “An 
opinion of this sort I should not now support. What has already 
1)ecn said of the tenacity of old habits, and the difficulties of new 
enterprises justifies the contention that a generation more, or 
less, may clap.se before it is clear whether success has been really 
attained.” And, if new industries take as much three decades 
to grow to adolescence in that land of push and bustle, they will 
surely require a longer time in our country where “we are 
conervative to a fault”, and where pot only powers of industrial 
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organization but the necessary basic as well as subsidiary 
industries have yet to be created. Something also must be 
allowed for the constantly growing .scale and complexity of 
industry in general which must necessarily tend to prolong the 
stage of infancy. 

If we regard the yield of protectionist import duties by them¬ 
selves, the revenue-yielding capacity of protectionist finance 
would appear to lx: greatly over-rated. 

tlieSoms‘’re™um” expressly 

referred to in the ininority note as show¬ 
ing that protective duties arc “a reservoir of national wealth," 
But it cannot be said to be a very happy illustration. We can 
go into the comparison liclween Indian and Japanese customs 
revenues .in two ways. In the first place, we might consider 
what proportion of the total national revenue is formed by the 
cu.stoms revenue in the case of each country. Taking the year 
1920-31, we find that in India, the cn.'^toms revenue formed 
oveT 21 per cent, of the total revenue, tliat it contributed the 
largcjst item of revenue, that it yield was alK)ve 50 peT cent, larger 
than that of the income-tax, and was nearly thrice the yield froni 
stamps. In the case of Japan the customs revenue formed ~4 
million yens out of a total revenue of 1,562 million yens or out 
of an ordinary revenue of 1,237 millions yens, i.e., about 6 per 
cent. The customs duties yielded in Japan about one fourth of 
what the income-tax produced (268 millions ytms), and the 
customs revenue was smaller than the yield from the excise on 
sugar and textile fabrics. The excise duty on textile fabrics 
brought in abou.; half the amoimt of the customs revenue. Again, 
the customs revenue of Japan was much less than half of what 
was yielded by the Japanese post, telegraph and telephone 
services (187 millions yens). 

I. The other way of looking at the matter is to examine the 
elasticity of the customs revenue in each country and to see how 
it compares with the rate at which other items of the national 
revenues have grown. In India, 
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The lase j-car 1904-1Q05 has been chosen, because about that 
time Japan entered upon the paths of protection. The rate of 
increase of customs revenue in Japan is much smaller than the 
increa.se of other items of reveime and is also smaller than the 
rate of growth of the customs revenue of India. 

In the case of Germany, although the yield from import 
duties is large on the whole, the revenue from the duties on 
manufactured goods w'as small. Ashley oimputed that only 
about one-fiflh of the German customs revenue was obtained 
from duties on manufactured goods while the duties on food, 
drink, tobacco and cereals produced nearly one half. The pro¬ 
tectionist character of a dutj' does not in any way improve its 
capacity and value as an imstrument of finance; that capacity 
depends mainly on the elasticity of demand for the dutiable 
article on the part of the country levying the duty. Nor is this 
principle unknown to the high protectionists of Germany. For 
in igo2 when the duties were raised on both agricultural and 
manufactured import.'! no pretence was made-of obtaining any 
additional income from the latter source. The -figures for igi.t 
showed that in the case of Germany the protcetivc duties on 

foodstuffs contributed 41.2 per cent, of the total customs 

« 

•CA the fifteenth Financial and Economic Annual of Japan pp. 14-15; 
alsf> The Japan Year Book, j<)2i-22, pp. 41K), and 502. 
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revenue, while the protective duties on manufactures, high 
though they were, supplied only 15.5 per cent, of the net 
revenue. So also in the case of the United Stales of America, 
as regiirds the yield of revenue the leading items consi.st of duties 
on sugar, molasses and tobacco. These three articles contributed 
about half the ciustoras revenue. Taking the ten leading items 
contributing about 79 iier cent, of the revenue we come to find 
out that duties on manufactures yield alxjul a fourth of the total. 
France obtains an even smaller proportion of her revenue from 
duties on manufactured articles the leading items in the order 
of relative imiwrtance being—coffee, cereals, mineral oils, 
machine and tools, and cocoa.* 

The wages argument for protection has been also perhaps 
over-emphasised by the Indian Fiscal Commis.sion. As high 
authorities put it, the direct influence of 
Tile w.aRes .nrgutiieiit. protection on wages has been c.vaggcral- 
ed. Schinoller goes so far as to .say that 
the wages argument for protection is one of the weakest. He 
urges in support of this view tliat there are other influences acting 
upon wages which are of far greater importance than fiscal iiolicy. 
He advises “the intelligent labouring class of ('.ermany and its 
enlightened leaders” to accept protection rather in the general 
interest of industrial development than in the particular interest of 
their class, lie quotes and agrees with Sir Charles Dilke 
whose view was tliat in Canada and Australia protection had 
neither raised nor lowered general wagcs.t Professor Taussig’s 
opinion on this sitbject is the same. According to him "No 
respectable writer or teacher would say for a moment that high 
wages are due to the tariff or that the maintenance of a high 
range of general wages (observe, we speak of general wages) is 
dependent on the tariff. The main cause of generous wages is at 
bottom a very simple one: generous productiveness of industry.!.. 


’Gregory Tariffs, pp. 497 - 4 ‘)*- 

+»Schmoller, op* cU: Vol. IT. p. 644. 

tTaussiff, Free TradCt the Tarijf and Reaproenyt p. 141. 
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This makes possible the combination of money wages that are 
higher than in other countries with prices that are as low as in 
other countries or lower.” 

The above views of the economists d(?t>encl upon the fact that 
in the long run, the source of higher wages is higher efficiency 
of labour, and if high wages are secured by any form of fiscal 
policy for inefficient labour that can be only at the cost of the 
consumer. Again, high nominal wages might be secured by the 
action of fiscal policy to labour, but that docs not mean that the 
real wages are high, since wage-earners will lose as consumers 
what they gain as producers. Still, one can understand to a certain 
extent the emphasis laid by some advocates of protection on the 
wages argument. Because, although an efficient lalmur force is a 
condition precedent of sound industrial development, yet on the 
other hand, industrial development also reacts on the efficiency 
of labour by placing before it a greater scope for its productive 
powers and by introtlucing it to more efficient methods of work 
carried on with the co-operation of superior machinery. Thus, 
in the long period, there is some interaction between industrial 
development on sound lines and the wages of labour. It might 
also be added that protection can be conceivably so directed and 
carried out as to cause a substantial increase of real wages, al¬ 
though in practice no country has adopted that form of protection. 
The labouring class will Ik favoured directly by a tariff, if it 
was employed to build up by artificial means those industries 
in which labour is the principal factor. Such a policy might 
injure other indu.stries and yet beneOt labour on the whole. 
However, the ingenious devi^r of this idea, Profes.sor Carver, 
admits that as protection has been actually carried out in differ¬ 
ent countries, its object lias been to assist the capiiali.st class, 
because the influence of capitalism on politics is much greater 
than that of labour. Nor is tljere any prospect that protection 
will be used in any country to advance the jntcrest of labour 
at the expense of those of capital. 
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In India much has been made of the argument that protec¬ 
tion will develop the resources of our capitalists and industrialists 

by increasing the dividends going to 
Pn)tect«>n and national _ , ... 

capital resources. them. In other countries the advocates 

of protection prefer to be reticent as re¬ 
gards this tendency; for, while in one aspect the existence of such 
a possibility is an argument in favour of protection, in another 
aspect it is a great admission. The implication is that protec¬ 
tion adds to the strength, spirit and resource of capitalism, and 
that it enables capital to take toll from the consuming class; 
though, of course, the capitali.st would add that he could invest 
the resources thus transferred to him in a better way. Indeed 
we are now at the stage where, as some writers put it, the 
argument for protection to infant industries is extended into an 
argument for protection to infant capitalism or fin.ancc. No 
one can deny the interdependence between the development 
of industry and that of finance; at the same time, it is also 
certain that the increase of capital so far as it is fostered by 
protection is to a considerable extent at the expense of the 
domestic consumer. Manufacturing development on protec¬ 
tionist lines admittedly intensifies the inequalities of distribution. 
As a recent writer on the protectionist side puts it “effective 
protection to manufactures would act as a force .striking the 
plain of wealth—distribution, and crumpling it up into hills and 
valleys”. There can be no sort of doubt that protection tends 
to concentrate wealth at the cost of the consuming public; the 
saving feature is that “it will concentrate it in the hands of people 
who are well-nigh inevitable savers." 

But there is another a.spcct of the argument, so far as India 
is concerned, which deserves to be noteil here. It seems fairly 
obvious, that if a protectionist policy can draw out money from 
the‘hoards into productive circulation it might render a real 
service. It so happens, howevfer, that one of the leading eco¬ 
nomists of Indiaf has expressed his disagreement with this view. 
According to him the money adrawn from the hoards will only 
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cause a temporary rise of prices and a resultant increase of im¬ 
ports, and then such money will leave the country. In answer 
to this Chain of rca.soning it is submitted here, that in a period 
of stimulated industrial development the increased imports will 
very likely consist of machinery and plant for the rising in¬ 
dustrial cstabli.shments; and so far as the money from the 
hoards has gone abroad to buy such essentials of indnstrial 
tlevclopmcnt, the result is of a kind permanently beneficial to 
the country. It is also arguable that a protectionist policy might 
not only bring forth into active circulation money from the old 
hoards but might further prevent the formation of new hoards 
by tempting money which might otherwise have been hoarded 
into indnstrial eiiteriuise. 

It might then be shown that if protection can draw away 
re.sources from hoards into industrial enterpri.se the result 
would be beneficial. IJut the more imiwrtjint question remains 
still to he tackled -whether protection can thus draw on hoarded 
wealth for industrial development. This question leads us to 
examine a little more carehdly the different kinds of hoards. 
The hoards once belonging to Hajas and big Kcmindars are 
already being utilised in our industrial centres. The hoards 
belonging to the richer agrarians are not likely to be drawn 
into industries, there being a competitive demand for them from 
mortgages and other secure investments in the agricultural field 
where the rate of interest or of usury to be earned is still very 
large. Then again, hoarding in general has a social and 
religious side as has so often been emphasi.sed. The increasing 
prosperity of certain classes in the country has increased the 
hoarding for social puri)ose.s, by the .substitution of the yellow 
metal for the white in the matter of ornaments, which are in 
a sense a social necessity. Consequently, it cannot be said that 
protection will draw from hoards a very material proportion of 
the resources required for industrial development. 

Considering generally the nature of capital resources avail¬ 
able for industrial development, we have seen above that some- 
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thiiiK is to be expected from a utilisation of the hoards thougli 
not tnueh; another potential item consists of agricultural 
savings but these are not very large nor arc they very likely 
to be diverted to industries ; indeal it is not desirable that they 
should be so diverted. The third potential source consists of 
the profits of older industries or of nascent industries which 
are receiving the benefit of protection. This source of capital 
is of much larger dimensions than the former two, although 
the capacity of nascent industries for yielding profits and 
increasing capital arc too often cxaggf’cratal; indeed such 
nascent industries will for many years be rcniilsitiouing more 
and more capital from outside in order to attain a scale com¬ 
mensurate with that of their rivals abroad. We thus see the 
veiy great importance of foreign capital for the desired in¬ 
dustrial development of India on modern linc.si. 

We have now reviewal the argumeuls advancal by the 
Commission in favour of protection. The infant industry 
argument i)osses.ses unquestionable theoretical validity ; but at 
the same time protection to nascent industries has to be used 
judiciously and with discrimination. The rates of protection 
.should be so determined and the protection should be .so 
graduated to the neals of an industry that no room should be 
left for the comi)laint that “ the infant industries argument 
sooner or later Ixicomcs an argument on behalf of the in¬ 
efficient producer.” It will also be the duty of the I,egisla- 
ture to see that protection on those lines will go to the real 
infant industries and not to the more influential and powerful 
but mature industries. As regards the diversified industries 
argument, we Saw tliat it was in a special measure applicable 
to Indian conditions. Here again, we have noted that the 
diversification must be guided by the principle of comparative 
advantage in national production though that principle need 
not be interpretal in the usual rigid and static sense. Coming to 
the wages argument we find that other factors had far more 
influence on the level of national wages than fiscal policy and 
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that protection could do little in raising that level, although 
it is not to be denied that in the long period, industrial 
development reacts on the efficiency of labour and on its 
remuneration. Both as regards the national wage-level as well 
as the national revenue any beneficial results of protection arc 
indirect and of a long-period character. Coming to consider 
the claim that a protectionist policy will improve the revenue 
resources of the nation, we came to sec that in the near future 
no improvement in revenue position could be expected, unless 
protectionist duties \^erc kept at a very morlerate level so as 
not to burden the slender resotu-ces of the Indian consiuner of 
foreign imports; but if we assume a long period and a 
successful development of industries due to protection, the 
taxable wealth of the country might lx: found to have increased. 
As regards the potential increase of capital resources to be 
ascribed to protection, wc find that this also is, what the eco¬ 
nomists would call, a long-period phenomenon. 



LECTURE II. 

DISCRIMINATING PROTECTION. 

It can be fairly claimed for the Report of the Indian Fiscal 
Commis.sion that in two directions at least its spirit and termino¬ 
logy mark a distinct advance in the history of tariff controversy. 
For one thing, the Commission did not start by explicitly 
assuming the merits of any particular fiscal policy as so many 
other Ixxlics with similar missions have done. Rather, it has 
analysed pretty exhaustively the arguments for and against the 
alternative policies before it. Again, the Commis.sion has had 
the courage to break away from the sway of the usual and time- 
honoured fiscal shibboleths and has summed its opinions in a 
memorable and memorisablc phrase which is in itself a contribu¬ 
tion to the nomenclature of fiscal controversy. The ablest 
masters of tariff-history like vSehmollcr and Taussig, have 
noticed a tendency to compromise in tariff matters sui)ervcning 
on a long and embittered controversy; and the view of the great 
economists on both sides has been thus happily summarised: 
“Neither protection nor free-trade is to be blamed, but the 
misuse of either policy”. In another lecture it will be shown 
that an undue devotion to fiscal catch-words and shibboleths and 
a tendency to erect economic principles into dogmas characterized 
only the rank and file of fiscal controversialists on either side. 
The greatest writer on the free-trade .side a.sserts the existence 
of valid grounds for intervention by the state to protect industries 
under proper circumstances. On the other hand the leaders of 
protectionist thought admit freely that there is no justification 
for the lengths to which protectionist policy is being carried by 
ihe^ “advanced western countries.” This judicious frame of 
mind is not to be confused with doctrinal eclecticism; rather, it 
is based on a %nsc of the necessary limitations of any fiscal 
policy as well as on the concrete study of facts of national 
industry. 
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The phrase which cmlxMlics the above point of view— 
*‘<liscriiniuating protection”—was presented to the Indian Fiscal 
Commission by the Hon’ble hlr. Harkishenlal when giving his 
evidence; and, once suggested it became so'popular that it became 
difficult to convince witnesses propounding the most extreme 
types of views that they were not “discriminators”. So nnitcfl 
were the suffrages in favour of that type of protection that the 
di.ssenting gentlemen agreed to the merits of the formula in spite 
of their .strong reluctance to admit that protection could be 
subject to any qualifications and limitations. 

If one is a.skcd for a description or definition of this 
"discriminating” prota'tion, the answer is that it is protection 
Wliat is “(liscrimiiiat- based upon and guideil by the principle 
ing” protection ? comparative cost. In other words it 

e.\tends protection only to sucli industries as regards which a 
country enjoys or can be shown to enjoy ultimately a comparative 
advantage. With this object, the duties are to bo such as to place 
no undue or unneces.sary ic.striction.s on the course of foreign 
trade. Protection is like so many other economic questions a 
problem in maxima and minima. The course of trade is to suffer 
the least pos.sible disturbance in the present with a view to the 
maximisation of wealth in future. As regards the matter of the 
fixation of the height of protective duties, guidance is .sought 
partly in the analysis of costs of production at home and abroad^ 
and partly in the elasticity or exten.sibilily of the domestic supply. 
The protectionist duties are to lx: removed as soon as the industry 
in question has developed and has taken its placp amqpgst tho.se 
low enough on tlie scale of comparative cost. We thus see that 
what the Indian Fiscal Commission railed “discriminating 
protection” is Ixtsed right through on the principle of comparative 
cost. We have in fact reached the central principle which can 
guide us aright at all points—as regards the industries to be 
.selected for protection, the extent and measure of assistance to be 
extended to them, as also the length of the period during which 
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such help is to lx: rendered to them. The true tusk and 
potentialities of protection are defined by this principle. For 
the service of protection consists in reducing and attenuating the 
differences of prorluctivc power between countries, so far as the.se 
differences are due to differences of indu.strial phase and of 
aaiuired aptitudes. Differences in natural c<)iiipment between 
countries must of course be of a pennanent character; but 
economic supremacy based on mere hi.storical priority as regards ^ 
the origination of industries is not of an immutable character. ; 
Protection can take its share in this task of levelling u)), provided : 
it is applied oidy where there is a i)rospcct of comparative 
advantage. 

Even a slight acquaintance with the protectionist literature 
will show, that the divergence of theoretical views which marks 
it is due to the lack of agreement as to such a biisic principle. 
t)n the one hand, we have the advocates of the “developmental 
theories” of protection which imply that the “world-economy” is 
the final and permanent organization; while on the other hand 
there are the champions of the “defen.sivc theories” who conceive 
that the national economy is the highest organization to which 
world-economy relations must continue to be subordinate.* How¬ 
ever, from the jwint of view of the discriminating protectionist 
there can be no such general or irreconcilable opixisition of the 
national economy and the world-economy, which should rather 
be conceived of as supplementary to each other. So far as facts 
can demonstrate that a country can po.sse.ss a comparative 
advantage a.s regards the protluction of an article, every kind of 
help—including protectionist duties—should be utilised to secure 
the particular line of enterprise for the “national-economy”; in 
all other cases it would lx: a futile and misspent effort to 
aggrandize the bounds of national economy at the expense of 
"world-economy”. * 

The leading features of the scheme of protection formulated 
*C/. Grunzcl, Ecoiumiic Vroleclionism, pp. 152-153. 
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by the majority might be thus summarised. According to that 
Scheme of I’rotectioii scheme, protection should be extended 
in the Report. only m those industries which possess 

comparative advantages which will enable them ultimately to face 
foreign competition without protection. Specially favourable 
treatment is to lie accorded to the industries in which there is a 
probability that, in course of time, the whole needs of the country 
could be supplied by the home production. This is equivalent 
to saying that those industries which possess elasticity of supply 
in a high degree have ^rccial claims to assistance in the shape of 
protection. It is added that in all cases, the protection contem¬ 
plated is a temporary protection to lx; given to industries which 
will eventually be able to stand alone. Precautions have been 
recommended to secure the reduction or withdrawal of protection 
when circumstances justify that course. The rate of protection 
required by any industry is stated to be what is adequate for the 
development of the industry—the difference of the relative cost 
of production in India and foreign countries being indicated as 
affording some measure of guidance to this adequacy. 

It is not difficult to show that these conditions arc reasonable 
and necessary. To extend protection to industries which possess 
no comparative advantage is to deny the very rationale of sane 
protectionism, which is that protection should divert national 
resources from the less pro<lnctive to the ultimately more pro¬ 
ductive industries. Only such industries as posfK:ss natural 
advantages can fall in the category of ultimately more productive 
industries. It is also ncccs.sary to lay down the condition that 
protection sliould lx: temporary. Perpetual protection would 
burden the country with a host of parasitic industries. It is 
difficult to see how such elementary and axiomatic conditions- 
Muld have stnick tlie gentlemen of the minority as stringent and 
retarding. 


It is easy to find eminent protectionist authorities , on 
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economic science who lay down conditions for the application 
Other similar schemes. Protection very similar to those found 
in the Report. One of the prominent and 
recent writers on fiscal policy is Fontana-Russo, Professor at the 
University of Rome. His proposal on the subject deserves to be 
quoted on account of its remarkable similarity to the views of the 
majority upon fiscal policy. He a.sserls that protwtion might 
!■» practised on three conditions:—the first place, it should be 
temporary; in the second place, it should be limited to com¬ 
modities with regard to which, tliere is co.nparative advantage; 
thirdly, protection sliould be so controlled as to leave no chances 
of making abnormal profits to local producers. According to the 
same authority "Ihe non-observance of any one of these three 
conditions is equivalent to the grant of special favours to local 
producers, a privileged position lehich is contrary to all principles 
of economic justice".* The above-named authority goes on to 
add a fourth condition that protection should not be extended in 
any case to raw materials or to “the means of production”. In a 
similar spirit, the Indian Fiscal Commission has laid it down that 
import duties sliould not be laid on machinery and that raw 
materials required for Indian industries should ordinarily lie 
admitted free of duty. Tliis is only reasonable, because import 
duties on raw materials would nullify the objects aimed at by 
protectionist measures. Other economic writers can be quoted 
equally in agreement with the conditions laid down by the 
majority. The fact is that such conditions arc in their nature 
few and simple. It is difficult to understand what the gentlemen 
of the minority mean by asserting that “discrimination must 
vary according to the circumstances for the time being”. 

Similar conditions and criteria of the application of judicious 
protection to industries are to be found in numerous protectionist 
wnters. To take another example, I,cro5'-Beaulieu in his great 
work would admit to the lienefits of protection only such 
industries as could be expected to be self-supportiug. He also 
*F<Mitana-Rnsso Tralle de Politique Commerclale, Chap. III. 
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advises that protective duties should be moderate and should 
Ik: "concentrated on the fewest objects possible”. He is an 
avowed "discriminator” and he calls his proposed fiscal system 
"protection with dLscernment and measui-e”. Another Krcnch 
Ivconomi.st of note—Ivandry—has a similar programme. He 
advocates protection only as regards those articles "which a 
country can produce profitably”—a phrase which well expresses 
the notion of comparative advantage. He would have protection 
consist in "moderately high duties, which must be reduced 
progres.sively and ard to be alwlished at the end of a period of 
greater or less length”.* 

It can be claimed with trath that the advocates of discri¬ 
minating protection have correct notions as regards the proper 
functions, scope and limitations of the 

elficiency of protection. The highest 
“Wscrimiiiatioii” is ^ n ..i 

ba-swl on the true smpe Protcctionist authorities agree that 

and limitations of pro- protection can oiilv be beneficial 
tection. 

in those directions in which a country 
possesses comparative advantage in 
protection. Thus Schmoller—one of the greatest of German 
economists and a master of tariff history—condemns the tendency 
to exaggerate the potential influence of fiscal policy. He observes 
that we have come to understand more and more how the eco¬ 
nomic life of each nation as well as all international trade is based 
mion certain elementary conditions—conditions which cannot be 
changed radically by measures whether of the free trade or of 
protectionist character; on the other hand these basic conditions 
can countervail, alter, or limit the effects of fiscal policy, t So 
also Seligmaii oijscrves that the efficiency of protection at the 
best is not unlimited. He emphatically lays it down that 
"Protection must work within the limits of general economic 
advantages.” Itnlcss the artificial environment can be created at 
a comparatively small cast, it is economically not worth creating. 

•Ivandry, Manuel d Ecoiumigiie, pp. S47-fl(S. 
tSchmoUcr, Volkswirtscliallslehre, Vol. II, p. 650. 
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Natural advantages might be trusted in the long run to introduce 
the proper industries into a country. Hut this might take a long 
time; and the function of protection is to guide the productive 
resources of a country in the direction of these natural advantages 
and to accelerate the temiK) of economic progress in these desirable 
directions. Here is the true definition of the function and .scope 
of protection. IJst, the aiKwtle of modern protection, himself 
argues that it would lx; folly for a nation to attempt to .supply 
itself by means of national division of lalx)ur (i.c. by home pro¬ 
duction) with articles for the production of which it is not 
favoured by nature and which it can procure belter and cheaper 
by means of international divi.sion of labour (i.e. through foreign 
commerce). 

There arc those who .sneer at the advocates of discrimination 
as basing their opinion on the grounds of “concern for the iiitere.sl 
of the con.sumers'’. Hut the hnmediate 
,, • .. advantage to the consumer is the lea.st of 

llow oi.smniiiiation “ 

adv.'tnce.s the iiiterc.sts the reasons for advocating discrimination, 

of iiiaiuifaetnrers. Rather discrimination is ncces.sary in the 

interests of industrial development and 
progre.ss of the whole country. Indi.scriniinate protection would 
alxlicate the function of guiding industrial development aright, 
and would give us an unsound devclo]>mcnt liased upon parasitic 
industries. As Russo observes, one can approve of this protection¬ 
ism which accords with the possibility of a definite and durable 
progress and which has no permanent antagonism witli the 
capacities of different countries. It does not suppress foreign 
trade and international intercourse but creates new and 
advantageous conditions of international competition. That 
author calls such a system “the better form of protectionism" 
liecausc lieing based upon natural advantage and comparative 
costs it docs not unduly limit international trade but transforms 
and develops it. 

The guiding principle m the selection of industries for 
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protection is the principle of comparative cost. The best analysis 
of the reasoning underlying this selection 
r’E « “> ‘he pages of an 

of all sound fiscal policy. American writer on Finance—Professor 
H. C. Adams: '*In case a nation has 
adopted the theory of protection while at the same time admitting 
the desirability of an extended international trade, the doctrine 
of comparative cost may be relied upon to indicate the industries 
that should be selected for bearing protective duties. It is evident 
that no amount of pijotection can within a reasonable time bring 
an industry which stands high on the scale of comparative cost 
to the condition of an independent and self-supporting industry. 
The trae policy therefore is to permit tlic products of such 
industries to be imported with little or no duty, and to employ 
these imports as an encouragement for the exportation of those 
goods that stand low in the scale of comparative cost. Com¬ 
modities to which the principle of protection may be rationally- 
applied are those which in the matter of cost stand just below the 
self-sustaining industries. It thus becomes evident that the 
doctrine of comparative cost does not, as many seem to assume, 
hold peculiar relations to the theory of free trade; the truth >s 
that nothing but its application can rescue a system of protective 
duties from becoming an unintelligible mass of unrelated rates.” 
We might go a little further than Professor Adams, and assert 
that protection granted regardless of that principle would become 
protection to particular industries at the cost of industrial 
development in general. 

That the principle of comparative cost is the basic principle 
of all 'fiscal policy is made clearer by our observation that even 
those economists who arc apparently reluctant to admit its great 
theoretical and practical importance, have yet to introduce a 
paraphrase of it in their treatment of the theory of protection. 
Tlius it is interesting to read what might be called the paraphrase 
of that principle by .such a staunch protectionist as Schuller. 
According to him the greater the rise in the price of 



an article due to its production at home the greater is the 
advantage of free trade in the article to the consumer 
as compared with its disadvantage to the domestic produper. This 
is surely equivalent to saying that the greater the difference as 
regards comparative cost, the smaller is the advisability of the 
introduction of protection. On the same page Schuller proceeds 
to emphasize his remark by urging that the greater the difference 
between the domestic and foreign costs of an article—such differ¬ 
ence being in favour of the foreigner—the greater is the ad¬ 
vantages resulting from a policy of free-trade. In another place, 
the same writer warns nations against the evil of extending 
protectionist duties to “too many articles”; but he suggests 
no principle or test for selecting the proper munber of industries 
to be selected for protection. Occasionally he observes that the 
highest principle of fiscal policy is to select that course which 
brings most advantage to the whole nation. This is very vague ; 
but if it means that fiscal policy should seek to maximise the 
national dividend then it is perfectly consistent with the principle 
of comparative cost being made the true index of all judicious 
fiscal policy.* 

Wliile the law of comparative cost determines the general 
fitness of an industry for the application of protection, some 
additional factors have to be taken ac- 
comWercd°'^*°” ** count of in determining the time suitable 
for the application of protection to the 
industry. We have to bear in mind that protection should have 
something to protect. The industry should at least be in actual 
existence in the country and not be merely in an embryonic 
stage. In this connection regard should also be had to the 
existence or nop-cxistencc in the country of the basic industries 
of which the products are essential for the industry in question. 
It.was very likely owing to these considerations of interconnec¬ 
tion of industries and of the principle that protection should have 


•SchflUcr, SchuzsoU md Frelhandel, pp. 103, 57s. 381, 289. 
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something to protect, that List was for a gradual introduction of 
protection. In his opinion, in “the case of a nation which 
contemplates passang from a policy of free competition to one 
of protection the duties at first must lx: low, and lx; gradually 
increased”. It is to be noted that this idea bf a gradual introduc¬ 
tion of protection was placed before the commission by several 
witnesses and, among others, by Professor jevons and Captain 
Sassoon, a great cotton magnate of Bombay. In ati important 
sense, protection must needs be gradually introtluced since it is 
only with the development of Iwsic and auxiliary industries tliat 
the serious development of highly technical and complicated 
indu.stries based on the former can lx; taken in hand. 

In the second place, wc have, when inaugurating a protec¬ 
tionist policy, to look to the stage of economic progress of the 
country to which it is to lx: ai)plicd. No economist has striven 
to emphasise this more than List himself—though we do not now 
accept or approve of the particular lines on which he distinguishes 
his stages of economic development. This consideration also 
points to a fundamental limitations of the ixjtcntialitics of protec¬ 
tion. For its useful and fruitful application, a country must 
possess a considerable development of capitalism as well as of 
capitalistic organisation and resource. Banking and joint-stock 
organisation must have gone ahead to furnish the sinews of large- 
scale indiustrial enterprise, ilarkcting organisation and facilities 
of transport must also have developed. List would raise the scale 
of import duties only fari passu with the capital, technical 
abilities and the spirit of enterprise existing in a nation. In 
fact very strong foundations have to Ix: laid for the structure of 
modern industry. Kven in this preparatory .stage the state can 
help in the incipient proce.ss of industrial development; but 
direct state help to industry—not protection—is the instrumenta¬ 
lity fitted for that stage.* 

•I/ist, National System Political Economy (trOUslated by S. S. 
Lloyd), pp. j^S-a.so. 
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Looking to the present conditions of our capitalistic and 
marketing organisation, of oui business enterprise and our 
■ command over raw materials, one can assert with reason that a 
policy of discriminating protection is the proper one to adopt 
I in India of to-day. It does not follow from this, however, that 
jour industrial development would have been materially promoted 
iand expedited had the policy of protection been adopted in the 
earlier days when India had not yet attained these imirortant 
. preliminaries and e.ssentials of industrial progri-ss. It is only 
. natural and patriotic to deplore the decay, of tlie older hand 
indiustrics of India through the competition of machine-made 
goods imported from countries where the Industrial Revolution 
had already made great strides. Hut it is idle to think that the 
adoption of protection in those days would have snlliccd or con¬ 
tributed to convert the medieval organisation of the country’s 
industries into one adapted to the conditions prevailing in the 
nineteenth century. Those who have studied the history of 
the Indirstrial Revolution in Kngland can appreciate how much 
preliminary jirogre.ss in various directions was retiuircd before 
factory industries on modern scale could be started. The 
immense dinicultics of starting manufactures in India in those 
days arc well illmstrated by the fate of the Ivuropcan capitalists 
tvho came to grief in establishing new indu.stries in India even 
when state-help was generously extended to them. It is easy 
to account for their failure. The .s>stem of connnunications 
was wholly undeveloped, cui)italism was in its infancy, while 
joint-stock enterprise has progres.sed in India \cry slowly indeed. 
For adequate banking development we have been waiting very 
long, and even npw, we are stniggling with the financial difli- 
culties of our industrialists and tlie impirfect organisation of 
our urban and rural finance. It took many decades to investi¬ 
gate nvith something like accuracy our mineral resources and 
our power .supplies. It was thtf great development of Indian 
cxiwrt trade in the free-trade era whieh lias raised our credit 
abroad, supplied us with capital, trained us in business enter- 
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prise and organised the production of raw materials on a large- 
scale, so as to meet the potential demand of future great 
doiiivstic industries ; in the absence of this great development, 
protect.I'i could not have secured the development of a whole 
system of exotic industries as well as the necessary organisation 
of commerce and industry. The .same view was expressed by 
Profes.sor K. M. Jodii before the Indian Fiscal Commission. 
“1 do not believe that any ])articular tariff policy can by itself 
bring about the economic modirnisation of a country, which 
before the erection of a tarilT wall is in a medieval stage f)f 
development.” 

The Imlian Fiscal Commission has cho.sen the better part 
in duly emphasising the importance of the relative costs of 

production in the fixation of tariff rates, 

Iniporlic.ue of co'-l- it refused to erect these relative 

au.alysi.s in ti.si iil polu-v. 

costs into that pijsition of predominant 
im]K)rtance to wliicl; it has been exalted in some protectionist 
countries, like Anieiicc. .Assuredly, it woidd not be advisable 
to make the differences between costs of production, the sole 
basis and determinant of tariff-rate-s. Pushed to its logical 
consequences, “the principle of equalisation of costs” would 
annihilate all foreign trade and would burden the con.sumer with 
very heavy duties. It would render protection undisci iminating 
in extent and intolerable in height; it would disregard all 
considerations of international division of labour and all the 
great advantages that it stands for. In America the undue ap¬ 
plication of the principle has resulted in ttiriff-rates as high as a 
hundred per ceiit. and even higher ; indeed stalwarts arc not 
wanting who, like .senator Aldrich, “wordd vote for three 
hundred per cent, as cheerfully as they would for fifty.” 

Put, properly employed, a study of the relative costs of pro¬ 
duction is of great value as an clement in the judicious determina¬ 
tion of rates. Its utility has both a positive and a negative aspect. 
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Thus, when the difference between the local and foreign co“ts 
is found to be very great, it is a l>rima jack iiroof that \\e have 
reached the limits of the advis'iable employment of proleelioii. 
Again, a consideration of relative costs will check the exploitation 
of the consumer and the pursuit of inordinati ly high profits by 
the domestic manufacturer under the pretence of industrial 
development. Where such discriminating fixation of the 
measure of fiscal duties is absent, both the protection and the 
resultant iirofits increase to a dangerous and snperllnons digrce. 
It is also to be exiiectcd that a careful analysis of the cost of 
I>roduction of an industry and the* conipari'^on of leeal and 
foreign costs will throw mneh needed light on the ((uestion 
whether the domestic industry in (|nestion diser\is iirolectio.i 
at all, and whether its inferiority to the corresponding foreign 
industry' is due to what arc called “organic” or to “fnnetionar’ 
causes, 'file factors of organic inferiority jio'iit to a pcimani iil 
handicap, wliili- “functional” drawbacks are callable of removal 
and do not coii.stitule anything like a permanent dcficicii'- in the 
indn.slrial endowment and eqnitmicnt of the conntiy. /.’o pro¬ 
tection ought to be extended to industries which haw been 
deprived by nature of the necessary “organic” re.sonrces. In fact, 
a thorongh-goiug cosl-analy'.sis constitutes the most important 
part of the organon of the judicious tariff-maker, and is the acid 
test of the claims advanced by industries to proteaioii. 'I'o take 
an example, it happens very often that iiidnslries winch have 
been started in nn.suitable loealitics demand a jirote'.-tMn which 
they ill deserve. A sesirching anah'sis of their costs will show 
that they are weighted by utterly inince'.‘.ssary elemem.s arising 
out an unwise choice of locality, blvcn where a eariful study of 
relative costs cannot fix the rate of protiction, it cm give ns ih.e 
limit of what the maximum claim for protection .shouid be. As 
Taussig says, enquiries as to relative cost miglit not touch the 
heart of the lariff-prohlcm, and yet “a system of duties really 
adjusted with care and precision on the basis of cost of prodne- 
tton might be expected to help, not only in sharper scrutiny. 
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blit in more iliscrimiiiatiui? jiidRmcnt on the whole tariff 
problem”.* 

Thus, the position of relative costs is in any ease one 
important factor to be considered in the problem of fixing the 
tariff rates. So difficult indeexl is the, problem that an authority 
like List has to admit that such rates “cannot lx: determined 
theoretically,” and he points rather vaguely to “special con- 
tlitions as well as relative conditions of industry” as affording 
some guidance in the matter, lint surely, bc-sides these indus¬ 
trial conditions ive have to look to some other factors as having 
a material bearing on tariff rates. One of these consists of 
revenue considerations for, after all, though the primary objects 
of a tariff is industrial development, yet finance dixrs not and 
cannot cease to be one of the important functions of a tariff. 
And another factor to be taken into account is the caixicity of 
the consumer to bear the burden of a co.st of living heightened 
by the tariff, lloth these considerations ought to influence in 
a .siiecial measure the mentality of the tariff-maker in India. 

The analysis of cost of production is however one of the 
most difficult of economic iiroblems and the task of solving it 
Omiiilixity of tlie enough to tax the cafiacity of the 
<'(i.‘it-aii.ily!,i.s. pirift board. Only a few 

of the complicating f.ictors of the situation could be referred to 
here. To start with, we must speak not of a national normal 
cost of production of an article but of national costs of pro¬ 
duction. In each industry there are numerous establishments 
some with high and others with low costs of production. 
Schaefflc has compared this variety of costs to stratification or 
to the shading and grading of colours. The liauses of this 
diversity of costs are numerous—varieties of situation and of 
crpiipmcnt and differences as regards command of capital, 
managerial ability, scale of production, etc. The analy.sis will 
not be adeniuate until some kind of average co.st or representative 

♦For .a masterly sliuly tif this prolileiu .see Taussig, Free Trade, the 
Tariff and Kecifrocity, p’p. 134—119. 
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cost is reached. Rut apart from this diversity of costs there are 
difficulties enough to encounter in our analysis. The growth or 
reduction of the national scale of production also affects the 
reprc.sentativc or nonual cost in the case both of the national 
industry ami of the individual establishment; and one who has 
to judge of the adequacy or otiicrwisc of protection must take 
account of such a tendency. Because the increa.'c of the 
national scale of production and the disappearance of the weaker 
producing establishment mu.st lower the representative or average 
cost. Still other factors crowd on us. as the cost-analysis 
proceeds. So far as a business has been succc.ssful and cautious 
in the past a great part of the investment amount is “written 
off” and hence its co.sts of production a|)pear abnorinally low— 
but only liy a fiction of Ixiok-keepiiig. On the other hand ox'cr- 
capitali.sation or “.stock-watering” might easily have the effect 
of abnormally increasing the apparent cost of production of 
another establishment. The manipulation of the depreciation 
account also requires careful testing. The wages-bill of each 
establishment will be affected by alterations in the scale of 
production while provincul differences of wages have also to be 
taken into account. In all these matters of changes in costs 
it is needful to see if the industry is one of increasing or 
dimini.shing co.sts. Finally, the introdnetion of protection will 
itself complicate the .study of “normal” costs by producing ])ro- 
found changes in the level of prices, wages, interest and rent. 
Thus with an increase in the demand for capital for industrial 
development, the rate of interest must go iq) and hamper that 
development unless foreign capital is drawn uixm.* 

Nor .should we leave out of consideration the potentialities 
of production' and tlie elasticity of the local .supply of an article 
Kliisticity of doniestic when fixing the import duty on it. 
suj^ly. Obviously, the article must lie capable 

of responding markedly to the..stinniliis of the duty if it claims 

•An excellent study of the vari(>u.s c- 1 einenl.>! of ciniipariitive cost will 
be found in Schfillcr’s work citeii above, at the comiiieiicement. 
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tlic‘ benefit of the fiut.v, and the greater the elasticity of the local 
supply the greater the assistance deserved by the industry. On 
the other hand, it would he in v.iin to apply protection where 
the local sitiiply is not capable of marked expansion. No one 
wouhl susiKct }^ehuller of free-trade siisccptihilities, and hence 
his dicta on the subject are the more noteworthy. His view 
is llitit when as the residt of the imposition of a duty there has 
come iihout a great rise in the price of the dutiable article with 
only a moderate growth in domestic production, the duty lias 
failed to jn.stify itself. Further ,in general, he advises that 
ilulies should he iucreaseel only gradually and tentatively, thus 
obtaining time to study the effect on iiriecs and production. 

The importance of the adeiiuae-y of the protection to he 
extendial to our iiuhtstrics was naturally emphasized by many 
witnesses before the Commission. It is 
tambitpritiT- generally agreed that protection when 
given should he ado((uate and the cost 
analysis ami other considerations referred to above are so man\' 
indices of the adequacy. But it is to he noted that “adequacy” 
depends on the conditions prevailing in an inilustry and we have 
to consider hero the iiheiiomenon of diversity of costs of pro¬ 
duction in an industry. Protection should he adequate for those 
establishments of an industry which are well-cquipiied and 
judiciously located; hut to extend protection .so as to make it 
“adeipiate'’ for establishments using obsolete methods and located 
nnwisele- is a ixilicy which must ensure stagnation. Protection 
would fail in its legitimate object if it sought to interfere with 
the healthy ]irocess of the struggle for .survival which must go 
on between the different establishments witlun, the protected 
industrr-. The extent of the “natural protection” already en¬ 
joyed by local indtustries in the shape of freights paid by compet¬ 
ing imiwrts must also be taken into account before deciding on 
the adequacy. ‘ 

The local diversity of costs of production of the same article 
renders the problem of extending protection to it and of fixing 
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a suitable level of ]}rotoctioiiist duties for the article c.\trciiicly 
<liflicult and complicated. It is on this account that even in 
protectionist literature we meet with a disinclination to the 
utilixation of import duties in such cirenmstani-i'S. TIius it has 
been argued that the exi.stence of marked disparity of eo.sts of 
production of an article ill a country implies the iiossibility of 
extension of production only under unfavourable conditions. 

The last condition prescribed by discriminating i.rotection 
is the removal of protectionist duties ulicn tliey have become 
unneces,“ary. In the absence of such a 
duties'^'*''* provision, the infant imlustry argument 

inevitably becomes an argument on 
behalf of inefficient and para.sitic industries on the one hand, or 
gives unneces.sary help to fully developed industries on the 
other. Again, all protectioni.st measures must lie ex)x:rimental 
and tentative in character at the start ; and cases will arise 
where the initial protection is found on experience to be cither 
unnecessarily large, or, it may be inaderinate in amonnt. The 
Commission has providcil for all these cases and has left the 
matter to the vigilance and di.scretion of the Tariff Hoard. It 
has wi.“eh' refnse-d to set up inelastic, hard and fast time 
jieriods for the maturing of industries, in this matter going against 
the authority of I,ist. Indeed, on this subject—as on some 
others—I,ist is open to the charge of inconsistency, advocating 
in one place a gradual diminution of protectionist duties and in 
a different place an inelastic time limit. Of one thing we might 
be .sure, that the regime of protection in industries is likely to 
be much longer than those “time-limits” which sanguine 
industriali.sts have, been imagining or proirosing as siillieient. 
Those who assert that, in a dmule or thcrealxnits, nascent 
industries could be made self-supiiorting, arc deceiving cither 
theiftselves, or the public or both. There is nothing in the 
history of Prote“etion to prepare* us for .such rapid and decisive 
itidustrial victories. Once started on the way, we shall have 
the duties on our hands for decades, in whatever direction they 
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arc extended; for protective duties, even when they are effec¬ 
tive, are tonics which require ample time for producing their 
stimulating effects. Sluch will, of course, depend on the height 
of the duties as well as on the natural and functional equipment 
and preparedness of the protected industry for a successful and 
prosoerous career. 

The above description of the desirable type of protection 
leads ns to the question of the possibility of a scientific tariff. 

It has often been argued that protection 

ba“!r"of'‘"a‘‘°Sr!c..tifie scientific character; 

tariff. in the alternative there is the view that 

the end or object of protection is not a 
scientific matter, although the actual methods to secure the end 
—the tariff clas.sification and differentiation—might bo capable of 
rational fonnnlation and defence. It must be admitted, tliat in 
actual practice protection almost always tends to degenerate 
into a selfish scramble. But surely it is not inconceivable that 
the protectionist c-ould have both a scientific aim and methods. 
Thus, Professor Pigon has shown that protection might 
have for its aim and object the maximisation of the national 
dividend. Professor Carver indicates the theoritical j>ossibili1y 
of using a tariff to attract labour and capital to indus¬ 
tries which are more productive from the social point 
of view. The ideal of a well-balanced indiustrial system is also 
a scientific one. It is no more unscientific to propound a system 
of e.xoeptions to free-trade that it is to set forth a set of cxcqi- 
tions to the s}’stcm of freedom of contract. The older school 
of frcc-trarlers held the doctrine of comparative cost in a highly 
rigid and statical sense. But it is now recognized by the highest 
autliority that comparative advantages, in industries and indus¬ 
trial leadership, are dynamic phenomena and possess a changing 
and shifting character. As Dr. Klarshall remarks, “the percent¬ 
age of the world’s trade which is governed by differences in 
natural resources is increasing, while that which is governed 
by differences of industrial phase, and of aptitude for particular 
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sorts and grades of manufacture, is less now tliaii formerly.” 
It is in this transformation that protection of a judicious character 
can play a part, and the forwarding of .such a transformation is 
its true aim. As regards the methods of discriminatlug protec¬ 
tion, they are .scientific as long as the working of prott'ction is, 
as shown above, kept consistent with the princiidc of comparative 
co.sts. 

It has been argued that while “protection” is a matter of 
policy, “discrimination” is a cinestiou of procedure only, and 
that consequently by cmpha.si/.ing the 
niscrimmation not a imiKjrtancc of discrimination the vital 
matter of mere pro- issue of the problem is obscurcd. With 
all deference, it can be answered that 
while discriminating protection is a 
wclI-rccogniscd principle in economic literature, there is 
no economist of importance who will snlwcribe to the 
principle of unqualified and indiscriminate protection. Indeed, 
the latter can hardly be dignified with tlie name of a principle; 
and if the choice lay between complete free-trade and an all¬ 
round protection, few would In? found to vote for the latter. 
It is not protection in any shape or fonn that is to be welcomed 
but protection of the proper type; not that protection whipli 
enables the manufacturer to exploit the consumer, which helps 
the rise of trusts and cartels, which burdens the consumer 
necdlessily ; but that right type of i)rotectiou which extauls help 
to the profK'r industries, in the neces-sary measure and for the 
requisite period of time. It would be easy to quote the 
.authority of eminent economists on this jioint, but the lecture 
on the “Verdiot of the Economists” is the proper place for .such 
dicta. It is permissable, however, to quote the late Sir. Gokhale 
and to throw the weight of his authority into the scale of 
discriminating protection : “The right kind of protection is that 
under which the growing industries of a country receive the 
necessary stimulus and encouragement and support that they 
require, but under which care is taken that no influential com- 
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binalions, prejudicial to the interests of the general community, 
come into exisUmce. The wron.a: kind of protection, on the 
other hand, is that under which iKiwerfiil influences and com¬ 
binations and interests receive assistance to the prejudice of the 
general conininnity, the gemral tax-paj’crs of the country. And 
I believe lliat the right kind of protection, if available, will 
<Io gcMjd to India”. It is to be noted that the Rtcal economist 
and publicist of India eniphasized the desirability—not so iiineh 
of protection—as of the right type of protection. 

On this subject a further contention of tlic minority of the 
Indian Fiscal Commission is that “dicrimination ii.iist vary 
according to the circumstances for the 

Ollier Iiliieclioii eon- |j„jg being”. It is difficult to Ullder- 
sulered. ... 

stand how the principles of discrimina¬ 
tion can be imagined as varying from time to time. The truth 
of the luattcT is that the main condition to lie considered in 
c.xtending protection is the iireseiice of natural advantages in 
the case of the industry; all other conditions are either of a 
subsidiary character or of the nature of corollaries of the main 
comlition. That Ixiiig so, one cannot imder.slaiul how discrimi¬ 
nation can vary from time to time. l)o the gentlemen of the 
minority imply that a time will ever i-ome when wc shall be 
profitably employed in Isilstering ui) iiidnstrics which possess 
no natural advantages? f)f course, the circumstances to which 
the prineiiiles of discriminating protection have to be applied 
do varj', .and as a conse<iuencc the range and height of duties 
will also Ihictuate. 

Adverse comment has been elicited by the observation of 
the Majority Report, that as a result of the policy .of discriminat¬ 
ing protection ‘‘India for many years to amie it likely to con¬ 
centrate on the simpler forms of manufactured gowls”. It would 
be unjust and preposterous to assert that the majority of flic 
Indian Fiscal Commis.sion were framing a special policy with the 
set design of producing such a result; rather they expressed 
their apprehensions that whatever was the fiscal policy adopted, 
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it could not be expected that in a short time India should 
develop the most highly complicated and technically advanced 
industries. The reasons for this fear are obvious. (Jiir basic 
industries arc yet undeveloped and it takes several decades to 
bring them to maturity. Again, a great imndjer of auxiliary 
industries must ahso have progre.s.sed far before the more 
complicated industries are taken in hand. The industrial 
history of all nations show that progri'.ss towards elaborate 
iiiamifactures must be gradtial. 'I'liose who find this a hard 
saying are reminded of Dr. ManshaH’s view that a country which 
is new to modern indtistrialism has “to win elementary victories 
over nature. Her free cajiital is seldom eipial to the urgent 
demands for it, which are made by industries of agricnltnre and 
transport ; and therefore, vigorous as her people may be indi- 
xidually, .she has little opiiortunity for pioneering the more 
cotnple.x methods of industry in advance of older eountries, 
which have abundant capital and i nergy free for sttch works. ' 
(Marshall, Industry and Trade, p. 105 ). 

Such being the position of the discriminating protectionist 
it might be asked what he has got to say as regards the idea of 
national self-snlliciency—^at least .ts 
.Arguments from regards the military reiiuiremcnts of a 
eiciie."!'’'* " ^ country—on which stress has liccn lai.l 

by quite a number of advocates of 
protection. Now, coming to analyse the notion of national self- 
sulliciency we find that it might mean one of two things. In 
the first place there is the idea of complete national indeiiendence 
in the economic sphere—what has been called “Autarkic” by 
continental economists. This ideal—if indeed it can be so called 
—is an impossible one. No one with any claim to scientific 
distinction has advanced such a project; for as Schmollcr 
observes:—“no civilised state, and none of the smaller states in 
particular can avoid trade dealings with other countries”. 
Indeed, in spite of the very heavy tariffs of our age, 
intcmatonal trade has grown by leaps and bounds. That fact 
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indeed has been gloried in by eertain proteetionist writers, and 
attempts have been made to give the credit of the movement 
to protection, on the supposition that such a policy increases 
the activity of a country in world-trade. At the best however 
such a claim is an exaggeration. It omits the leading factors 
influencing the exiumsion of world-trade ; tlicse factors consist 
of the increased volume and variety of both production and 
consumption among nations. Fiscal policy does alTcct these 
phenomena but to a much smaller extent tlian is generally 
believed. It can be easily seen that a policy of economic 
self-suflicicncy in the larger sense is entirely incompatible with 
the great growth of our export and import trade and with the 
ambition to dcveloji, at any rate, the exiwt trade much further. 

We now come to consider the more reasonable aspect of 
the theory of national .self-.suflicicncy. It is argued that protec¬ 
tion should be employed to initiate and pre'seire those industries 
without which the cxi.stence of the .state would be in danger, 
and in jiarticular those which produce the apparatus and 
essentials of war. There is no doubt that the experience of the 
last war has greatly reinforced the strength of the argument for 
military preparedness on the part of nations ; it is the duty of 
every nation to insure itself against a debacle in tire next war. 
While admitting all this, however, it should not he forgotten that 
there are many different ways—and not one only -of effecting 
such insurance. Di.'‘crimination has to be exercised among these 
various methods; and then we shall see that the problems of 
preparedness against war and of protection arc not identical 
but can be kept separate. No doubt, in the ca.se of some of the 
essential industries protection is desirable, such .industries being 
those in which the attainment of a position- of comparative 
advantage can be looked for at least in the future. There are 
other industries as regards which the possibilities of a nation 
becoming a considerable produaar arc so remote tha t the p ay- 
nient_of bonntjesj on the essential spale of production, constitutes 
|a smaller burden than the imposition of protectionist duties. 
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The burden caused by bounties is limited by the desired scale 
I of production while that due to import duties hits every con- 
Isumcr of the article. There are further alternatives, of the stale 
itself producing the urgently recpiired ipiantity of the article, in 
question, in Oovernincnt factories, and of the “purchase and 
accniiudation by the Oovcrniiient of a large fixed stock or 
reserve”. The above course of reasoning cnqdiasises the 
recommendation of Professor Tait.ssig to the elTeet that general 
arguments for protection should be kept sejiarate from specific 
arguments for military prei>arcdne.ss.* 


In concluding this lecture, it is interesting to contrast with 
the ininciples tind methods of di.scriminating protection as 
described above, the objects and work- 

Hvils of iiuliscri- ing of indiscriminate and uiKiualificd 
ininato nml unconlnilliMl ^ , , , 

proicciion. protection. ^ 1 he latter burdens the 

consumer needlessly b)^ raising jirices 
tdl round, even in the case of tho,-.e articles which cannot be 
succcs'^fnlly pnxluced locally, either at all or for a long lime to 
come. It abdicates the function of trite iwotectioii—which is to 
guide production in the relatively more iirofilable and produc¬ 
tive ehaiiliels exclusively. It wastes the .available capital and 
re.sources of the nation in experimentsi, many of which must end 


in failure, because of the absence of natural tulvanlages in tho.se 
particular directions. As it is, Indian caintal and productive 
resources are not adequate to the great task of industrial develoji- 
meut, and we can ill-afforrl to siiuatider them in unprofitable 
directions. It should also be remembered that iiothing succeeds 
like success. If many of the earlier and indiscriminate industrial 
exix;riments eml In failure, the hands of the clock of jirogress 
will be set back./ Du the other hand, discriminating protection 
wdl start only .promising industries of which the success will be 
highly probable ; and such success will lead not only to the en¬ 
couragement of further industrial enterprise but also to the ac- 


'Taiissig, Free Trade, the Tariff and Keeifirocity, p. n/j. 




cumulation of capital, experience an«l organising power which 
will lx.' helpful in all sticceetling efforts. Finally, incliscriminat" 
ing protection will considerably reduce our import trade—,i 
ro.sult which will have an unfavourable inflitence on our export 
trade as well as on production in general. The views of a Danish 
econotnist Dr. Ilirck, Professor in the University of Copenhagen, 
on the subject of discriminating protection deserve to be men¬ 
tioned here:—“Protection must not be too general, and must 
be limited to a few trad'-s, as it is only an exception that a large 
part of the iiroductivi- forces of the countrj' arc unemployed. 
A nniformh- adjusted <luty on all goods or ‘solidarity tjrolection’ 
may l>e compared to Haron Alinichausen’s attempt to lift himself 
,.iy his pigtail, and the only effect will be increased ]iriccs.”* 

Those who arc nnaecu.sfonied to economic discipline will 
pcrhaiis ex|)ress their imiiatience with a protectionist s.v:;tcin 
hedged round by jiropcr (inalilicalions and discrimination. To 
such the answer could be given that all wise fiscal policy .••hould 
be guided at once by .sound theory and by the les.sons of tariff 
histoiy. Professor .\bn.-hal' has sixikeu of “the cumbrous 
nnalifications of the free-trauo imsition” ; but it has further to 
be notesl that as a liolicy, free-trade is sinnilicity itself i-omitarcd 
to protection. An elhcieiit sy.slcm of protection is a scientific 
affair and not a matter of easy shibboleths and generali.sations 
or of facile dogmatism. 

*Birck, Marginal Tlicory of Value, p. 2(>i. 



LECTURE III. 

THK VliRWCT OF TIIR ECONO.MI.STS. 


“Your sages, just the men to shrink 

From the gross weights, coarse scales and labels broad 

You offer their refinement.” 

Urowiiing; Men and iroHii ii. 

In the case of long standing economic controversies, in the 
course of which appeals have been constantly made to the popular 
tribunal for support and approval, there is a temi)tation “to 
compress economic iirinciples into do.gmas”, ami to set forth 
doctrines in the form of creeds. The age-long controversy as 
regards protection and free-trade forms no e-xeeplion to this 
undesirable tendency. Fortunately that tendency is confined to 
the rank and file on iKjth .sides -to the minor lights and leaders. 
The great masters of li.scal doctrines have too much breadth of 
view and moderation to believe that shiblsjleths, catchwords and 
lalK'ls desi.gncd for popular a])peal could be iiiade to cotnpreheiwl 
the immen.se complexities of economic life, and they have 
recognised the danger of forimdating their teaching into opiKJscd 
and antithetical tlogmas. I'hc present tendency ui alt the 
leading exjKments of the various schools is in the direction of 
Ijcing guides:! by “the ascertained fact,s of concrete industry in 
deciding—in a .spirit of judicious distTimination—how far any 
particular industry deserves to t»c assisted and encouraged by 
the State, whctlter by protectionist imt)ort duties or by other 
measures”. 

The balanced judgment of the doyen of English economists 
is reflected in his opening dictum on the subject of fiscal policy 
a in his latest work:—“Nearly every sort 

Marshal!. of fiscal.policy works .some good and 

some evil. Whether the goo<l or the evil 
preponderates depends much on the adaptation of policy to the 
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conditions of industry and trade in the country affected; and 
on the foresight, breadth of vision and ability with whicli it is 
developed”. Overstatements of arguments whether for free- 
trade or iffotcction are to be condemned, as well as the tendency 
shown by some economists to '‘com])rtss economic principles into 
dogma.” Aluch harm has been done by the formulation of 
economic i)reeepts or theorems without due qualifications, and 
as Dr. ^farshall .says, “in the long run it might has been better 
both for Ivngland and for free-trade, if they (the older English 
economists) had been compelled to make prominent tliose 
cumbrous qualifications which they omitted.” The case for 
inotcetion is thus, not a general one, but one dependent upon the 
favourable potentialities of intervention by the state on behalf 
of infant imlustrics, where the particular circurastanccs of time 
and place arc suitable. Doth the qualific.atious of the general 
case for free-trade and the advisability of protection ill particular 
dirictioiis depend upon a discriminating analysis of these 
circumstances. 

The infant industry .argument receives due .support and 
recognition from Dr. I\Iarshall. He censures some of the older 
economists for failing “to allow for the special circumstances of 
the new countries” and for using as convertible the two phrases 
—“the TOinmoditics whieli a country can now produce most 
ea.sily,” and “the commodities which a country has the greatest 
potential advantages for producing.” This consideration lies at 
the base of the infant industry argument and forms a valid 
“ground for intervention by the stale in favour of nascent manu¬ 
factures under the iiarticular circumstances of time and place.” 
To a certain extent, the case for state-assistance to infant indus¬ 
tries is strengthened where these industries have "latent powers 
of economy through production on a large sc.ile”, because, among 
other things, the price of the prorlnct of such industry, and .con¬ 
sequently the burden to the consumer, is not likely to increase 
by the full amount of the duly. Ncvcrthclcs.s, as Dr. Marshall 
warns us, these considerations cannot legitimately lead to any 
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sort of general rule in favour of extending protection to indus¬ 
tries conforming to Increasing Return. Due regard is to iu- 
had to the different kinds of economies of mas.“ivc jiroduction, 
only some which can be developed by the use of protection, as 
well as to the fact that tariff help to one such industry' might 
conceivably hinder the progrc.ss of a number of other .similar 
industries. This careful interpretation by Dr. Marshall of th.- 
old argument for as.sistancc to infant industries in new or back¬ 
ward countries in su])plcmcutcd by a felicitous remark 
as regards the connotation of the expression “new countries’’— 
“A tountr)-, which has been regarded as old, may Irecome in fact 
new almo.st Suddenly, for the great body of its people may 
awake to the attractions of modern industrial methods; and 
apply them energetically to rich natural resources, which 
have hitherto lain almost dormant. Japan has become new in 
this .sense during the present generation; India, China, Siberia 
and even Brazil, with much larger natural resources may become 
new ere the present century has pas.sed.’’ 

In his latest work on “Money, Credit and Commerce,” Di'. 
Marsha ll has a section on “Import d\ities favouring a nascent 
industry.” In the course of tho.se remarks he has on the one 
hand sliarpened the edge of the infan t industry argument^ while 
on the other hand he has emphasizecl anew th e need for dis¬ 
crimination in the use of such duties. These duties a rc to be 
used in the case of young industries in undeveloped exaintries 
and on ly “'ii'hen no o tKcr /o r bringing 

n Sional r esources to the aid of a parlieitlar ba ckward industry. " 
Such duties, it is'adrlcd, mu.st inevitably do some hurt to those 
national industries which are manufaeluring for exportation. 
But, on the balance, the country might gain by the employ¬ 
ment of these duties, “for the enprgy devclopetl in a few high- 
class progressive industries may .spread over a great part of 
the industrial system of the country, just as an iron screen, 
which concentrates the whole draught of a chimney on a small 




part of a nascent fire, may generate an intense local heat, 
which spreads and pioneers the way for a broad, strong fire.”) 

The case for diversification of industries in backward 
countries has also been emphasized by Ur. Marshall, and the 
social and generally educative effects have been lucidly pointwl 
out. Thus, he ol)scrves that “a new country may be dominantly 
rural; may lack the stimulus and culture of a nervous town 
life, and have no access to the economies of manufacture on a 
large scale; she will then derive comparatively little con¬ 
solation from knowing that there are busy hives of industry 
and thought in remote lauds.” Protective tariffs, remarks Dr. 
Marshall in another place, might “increase tire manufacturing 
population relatively to the agricultural, and thus develop 
centres of complex and various .social life and high culture, 
and provide an ever-widening choice of occupations for people 
of varying temparanicnts and capacities.” The case for 
diversification of industry could not have been put more coiu- 
prehensivcly or felicitously. On the other hand. Dr. Marsliall 
docs not fail to draw our attention to certain necessary 
deductions from the advantages of diversification of industries 
carried out by the instrumentality »)f tariffs. Such tariffs in 
favouring manufactures must needs “hinder the development of 
the agricultural resources of the country. This involves some 
retardation of the growth of commercial centres ; which are 
nearly, though not (juitc, as important from the social point 
of view as the industrial centres.” On the whole, it would 
appear that, even after making allowance for this latter cir¬ 
cumstance, there is “a valid, but not a strong, ground for 
intervention by the .Stale” with the object of the diversifica¬ 
tion of national industries. 

So far we have seen that there are valid grounds in 
particular cases for the employment of tariffs, in order to secure 
industrial development in certain directions. Such utilisation 
of tariffs must lx: of a discriminating character, and with a due 
regard to the concrete facts of the conditions of industry and 



trade in a country. In Kt-ncral, also, the case for the employ¬ 
ment of tariffs is much stronger in backward and new countries. 
Thus, we read, in the valuable contribution of Dr. Marshall to 
“After War Problems’’ that “for two generations it has been' 
clear that some of the pleas of Indian industries for protec¬ 
tion are stronger than any which could lx; put forward for 
British industries.” Nor even in the case of the advanced 
manufacturing countries like (Ircat Britain, is it denied that 
there exist ‘‘.some new strong arguments in favour of a limited 
protection to a few industries.” On the other hand Dr. 
Marsliall <lraws attention to items on the other side of the 
account. “Such aid when given in the form of Protective 
duties, is seldom free from serious indirect evils, economic, 
|x>litical and moral.” LTlic conscientious student of Economics 
as well as the wise legislator, must keep before him both 
the benefit which a judicious protectionist policy can bring, and 
the potentialities of those indirect evils which can be minimised 
only by the wisest .statesmanship. We in India must benefit 
by the warning given by the tariff history of so many countries. 
The experience of many protectionist countries in that direc¬ 
tion has also been summarised for us by the .same great 
author:—“I found that, however .simple the plan on which a 
protective policy started, it was drawn on irresistibly to become 
intricate ; and to lend its chief aid to those indastries which 
were already strong enough to do without it. In becoming 
intricate it became corrupt and tended to coiTiipt general 
politics.” 

With Schmoller we come to another point of view—that 
of the Historical School of Germany. Schmoller has the best 
right to speak as the representative of 
this school. In his great work on 
“ Foundations of Emnpniics ** hc^lays down the well-balanced 
dictum that “neither free-trade nor protection is to be blamed 
but the misuse of either and the employment of either policy 
under unsuitable circumstances.” The same spirit breathes 


SchinoUcr. 
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in his observation, that “to-<lay wc do not see any more a ques¬ 
tion of principle between free-trade and protection ; rather both 
arc to be regarded as two alteniative instrumentalities for carry¬ 
ing out the aims of true fiscal policy.”* lie condemns what he 
calls the nco-mcrcantili-sm which has inspired the protectionist 
policy of the western countries ; but he rejoices that in spite 
of this bias we are coming to—and indeed have not dcpartc<l 
■from—“a compromise between the two systems which is very 
nece.ssiary. No modern .state has practised abstdutc free-trade; 
and none has cut itself off completely from free-trade.” lie feels 
the atmosphere being cleared and men becoming more far¬ 
sighted than liefore, because they have experienced "the hard¬ 
ships and evils of high protective duties.” He believes that 
in the near future we shall have a less disturbed condition of 
civilization accompanied by “a more free-trade epoch.”* The, 
ideas at the root of both movements—high protection and the 
economic exploitation of the weaker nations—are connected, and 
both will gradually disappear. 

While vSchmoller is an advocate of mo<leratc protection, 
he never loses sight of the due .scope and limited 
functions of protection. “Gradually the false and ex¬ 
aggerated claims, of both the ijrotcctioni.st and the free-trader— 
but particularly of the former—aiwut tlie influence of fiscal 
measures arc being reduced.”* This is because, as Schmollcr 
puts it, we arc rccogni.sing more and more that there are funda¬ 
mental facts in the economic life of every nation which no 
fiscal policy—w’hether protectionist or free-trade—can easily 
change, if indeed at all. Again, wc know that any scheme of 
fiscal policy can be brought to naught by such facts. The 
causes of the progress of trade are many and complicated, and 
among them fiscal policy is only one and often it fotnis by 
no means the most important of these causes. If the purely 

•Schmoller, op. cit vol. II, jpp. 

lb. p. 6st. 
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economic causes, says Schnioller, are present in marked degree, 
trade must go ahead inspitc of obstructions put in its way by 
protection, whereas a poor country has no great exix>rt and 
import trade in spite of its free-trade policy. Nevertheless, he 
argues that it is only natural that a free-trade policy should 
be a stimulus to the growth of commerce, while the protectionist 
policy mast have the opix)site tendency. 

It is intere.sting to note how Schmoller disiwses of many 
of the popular arguments for protection. Thus the argument 
urged by some .\mcrican writers that protection can raise 
wages or maintain them high against the competition of those 
countries in which low wages i)revail is characleri.sed by 
Schmoller as “Pharisaic”; for his part he cannot .see that pro¬ 
tection is likely cither to raise or lower wages.* He is also 
opposed to the argument alxntt “autarkic”—national self-suffi¬ 
ciency to he secured through protection. He denies that 
any civilized .state could, or .should, avoid trade relations with 
other .states. One can, of cour.se, on the other hand think of 
making one’s country independent of others in the matter cf 
tho.se products of which the deprivation would mean death. 
Many (krman economists had laid great stress upon tariff as a 
weapon of negotiation (Machtsmittcl). Schmoller is against the 
exaggerations of this argument. He points out that these 
weai>ons have lx.‘cn very often usetl unskilfully and consequently 
without effect. 

But even more instructive than Schmoller’s arguments is 
his great historical review of the effects and characteristics of 
protection in different countries. Beginning with Russia, he 
shows that with a more moderate .system of protection, her 
manufactures would have developed more slowly, but on sounder 
lines ; the subjects would not have been crushed under taxes, 
the state would not have Ireen burdened with such a heavy 
debt, nor need all strata of economic Russia have been so 

*Ib, p. 650. 
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thoroitRlily corrupted through the action of capitalism.”* In 
that country the fiscal policy of protection wa.s pursued at 
the cfwt of an agricultural population which formed 83 per 
cent, of the Russian nation, and for the benefit of a small 
minority of industrialists, merchants and officials. In the case 
of the tariff policy of the Fnitcd States, the observations of .such 
a great historian of fiscal policy are no less instructive:—“The 
great rtiiestion of the future is whether'the money-maker or 
the respectable and farsighted citizen will get the upper hand 
in future. On the solution of this cpiestion depends the result 
whether protection is likely to be reduced to a reasonable 
degree and measure.” As regards France, it is noted that umle*- 
the protectionist sy.stcni France has failed to attain a brilliant 
evolution, but has rather reached a stationary and (piict stage, 
l)oth a.s regards her agriculture and industry. Her industries 
made little progress until 1 S 08 , and even fince have not taken 
much part in the forward world movement. Her commerce 
cannot be said to have been dcstroj'cd by her tirotectionist policy, 
but neither has it ten stimulated thereby. 

Naturally, we arc most interested in hearing what .Schmollcr 
has to say alwut protectionism in Germany. He is no far a pro¬ 
tectionist, that he a])provts of the introrluction of protection 
by Bismarck as a “necessary and whole.sonic change,” but 
even Bismarck does not remain his hero for long, since “after 
1885 he fell into the aggressive mentality of okl mcrcantili.sm.” 
Consequently, Schmollcr approves whole-heartedly of the reduc¬ 
tion of the German tariff under Caprivi, which was indeed neces¬ 
sary, if Germany “was not going to lose a great part of her 
tolerably stable export trade”. He condemns the conduct of 
the protectionist party in bringing about the fall of Caprivi ; 
nor has he a good word to say of the more recent German 
tariffs “which roused the hopes of the extreme, protectionists” 
and “raised the tariff in many directions needlessly.” As a 

*lb. p. 644. 

lb. p. 636. 
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scientific protectionist, he could sec little to approve of in the 
parliamentary mantenvres which ])rccccle the formation of tariffs. 
“The deliberations in the Reich.staR were a fresh proof of the 
very limited capacity of Rrcal parliaments to construct tariffs 
wisely.” 

The i)lace which IJst (K'cupies in the hi.story of protection 
is So important that no apoloRy is needed for discussiiiR here 
j the leading features of his protectionist 

S5’stem. Moreover, as is well-known, 
Ranade drew his insiiiration from IJst in initiating the 
work of the i)R)tectionist si’hool in India. In his sense, Idst 
was present at the birth of Indian prf)tectiouism, and now that 
the country is about to change the lines of its tariff policy, it 
might be well to analyse the teaching of Idst in order to derive 
lessons applicable to our present conditions. 

List is open to the general charge of exaggeration in his 
historical and theoretical treatment of his subject. Neverthe¬ 
less, the advocate of indiscriminate protection will find little 
support in his writings. Indeed most of his so-called followers 
have little right to invoke his name. If List came to life 
again he would be .surprised to find a great system of agrarian 
protection instituted by his followers—he himself was a pro- 
nounex'd onn ooent of pr»i action to avriciillnre. Many condi¬ 
tions of, and limitations to the emploj inent of protection which 
he defined and laid down, are being systematically neglected by 
many who, therefore, take his name in \ain. It can be 
easily shown that List was a discriminating protectionist 
of the most pranounced type. In the first place, it is 
to be noted that he recommended the extension of protection 
only to such industries in the country as possess natural 
advantages. Thus, he observes :.—“It would be folly for a 
nation to attempt to supiily itseW by means of national division 
of labour (».e., by home produe'tion) with articles for the pro¬ 
duction of which it is not favoured by nature, and which it 
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j can procure better and cheaper by means of international divi- 
Ision of labour (i.e., through foreign commerce).” He has also 
a true i>erspective of the development of national manufac¬ 
tures; conse(iuently he does tiot recommend protection even to 
all iiromisiug manufactures .straightaway. He knows that it 
takes a long time for a nation, even under a protectionist 
regime, to prepare itself for the development of the filler and 
more finished manufactures. He would therefore imstponc 
the e.'ctension of protection to the finer grades of manufacture 
to a suitable time. ‘‘ Protection is only beneficial to the pro¬ 
sperity of a nation so far as it corresponds with the degree of 
the nation’s industrial ilevelopnient. Every exaggeration of 
protection is detrimental ; nations can only obtain a ])erfect 
manufacturing power by degrees. On that account also, two 
nations which stand at different stages of industrial cultivation, 
can with mutual benefit make recipriwal eoncessions by treaty 
in re.spect to the e.xchange of their various manufacturing pro¬ 
ducts.” Again, in the case of countries which have not yet 
reached an advanced stage of industrial development, he 
would allow “all complicated machinery to be imported free 
of duty, or at least only levy a small duty uiwii them, until 
they themselves are in a ]X)sition to produce them as readily 
as the most advanced nations. Machine manufactories are in a 
sense the manufactures of manufactories and every tax on the 
imiiortation of foreign machinery is a restriction on the 
internal manufacturing imwer.” The Indian Fiscal Commis¬ 
sion has adojited this recommendation in its treatment of 
machinery. In view of the present-day demand for protection 
to key industries, it is interesting to note that in the 
opinion of I,ist the pro])er way of extending help is not by 
means of import duties. "The state should at least encourage 
and directly support its home manufactories of- machinery; so 
far as their maintenance and development may be necessary to 
provide at the commencement of a time of war, the most 
necessary requirements, and under a longer interruption by 
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■war, to serve as patterns for the erection of nevr machine 
factories.”* 

It needs to be properly emphasized that lyist reconpnended 
very .strongly a gradual introduction of Inolcclion, hegi'niu'iig 
ii<ith very vwderale duties. This a.spect of List’s teaching has 
been so constantly neglected by his wmihl-lic followers, that 
some of his dicta on the subject might be quoted with 
advantage- - ‘Tf the manufacturing power to be protcctctl be 
still in the first period of its development, the inotectivc duties 
niiist be very moderate ; they must onl>’ rise gradually with 
the increase of the mental and material capital, of the technical 
abilities and spirit of enterprise of the nation. N'eithcr is it 
at all neces.sary that all branches of industry should be pro¬ 
tected in the s.nne degree.” In other places he also observes 
that the protectionist duties inqsjsed at first must be low, 

and be gradually increased.in the ratio in which capital, 

technical abilities, and the spirit of enterprise are increasing 
in the nation or arc being attracted to it from abroad.”* 

Tbere are other lessons which we in India can derive from 
the writings of List besides that of the imi)ortauce of dis¬ 
crimination in the u.sc of protection. He advised countries 
“always to favour the importation of productive power”—and 
in particular of foreign cajiital. 'I'he success of protection, 
according to him, deiiended mainly on the circumstance “ that 
by the policy of favouring native manufacture a mass ot 
foreign capital, mental as well as material, is attracted into the 
country.”* Tor the nationalijwtion of foreign capital he relied 
utwii industrial dcvelopincnt within the country. Finally, it is 
to be noted that -List did not rely exclu.sivcly nixm protec¬ 
tion as the means of national development. He had the true 
perspective of the larger programme of national development 
in wliich protection was only one^ of the factors. 


•last, op. ciu, IM). 131 ; 3SQ-2fio 
•I,ist, pp. 

•List, pp. 29.t; iS 3 . 
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Since America is the classical home of protection ,and has 
had the longest and most instructive experience of protcc- 
tionist policies, it is most important to 
refer to the views of the great historian 
of the tariffs of that country. l)r. Taussig—Professor 
of Ucoiioraics at Harvard and sometimes Chairman of 
the United States Tariff Commission—is fatuons alike for his 
contribntiotis to economic thcor>' and to tariff history. The 
position taken np as regards the tariff controversy by a person of 
his eminence and research must be of con.siderable interc.st to 
all students of economic doctrines ; and fortunately Prof. Taussig 
ha.^ taken them into his confidence by publishing a munlH.'r of 
valuable pai)ers in his volume on Free-trade and the Tariff. 
In his brilliant essay on ‘the cost of prodnetion and the Tariff’ 
he thus .sums up his position as regards the fiscal coutrovcr.sy: 
“I would not have the reader infer that I am an unqualified free¬ 
trader .... The case in favour of free-trade has indeed always 
seemed to me prima jade .strong ; and prolonged investigation 
and reflection have serverl to confirm me in this opinion. But it 
is only a prima fade case. There may be off setting advantages 
which rebut the presumption.” He differs from the German 
Historical School of which the leaders assert that there is no 
question of principle involved in the ctiiitroversy, and that it 
is all a matter of advantage or disadvantage in any ghen ca.se. 
Prof. Taussig’s view, on the other hand, is that while the 
fundamental principle of free-trade has been little shaken, \vc 
have to lake account of a great many <|ualifications. The 
practical result is that “few economists uow-a-days would say 
that there is one go<xl tariff policy, and one only ap]>licable 
to all countries and all conditions”—a dictum strikingly 
similar to the one from Dr. Marshall which claimed our 
attention a short while ago. We niu.st now consider 'these 
“qualifications” of free-tradb or in other words the valid 
arguments for protection. In the ease of Dr. Taussig thej;hief 
emphasis is laid upon the young industries^ argument, which 



according to liim, is not only applicable to backward and new 
countries but which “points to some possibilities of ullinialc 
gain”, even in the case of developed industrial countries. The 
argument from diversification of industries under protection 
does not appeal to the same author, at least in tlie ease of 
the advanced nations ; but he admits the force of the allied 
“political and social arguments as to the avoidance of 
extremes.” Protection is also legitimately utilised to prevent 
uiuluc fluctuations in industry, for example, those caused by 
dumping of a temporary nature. On the other hand he a.sserts 
that “no economist of standing would maintain that a protec¬ 
tive tarifl is the one decisive factor in making a country’s rate 
of wages high.” 

Hut the most valuable ol>servations of Prof . Tam ssig have 
been made in connection wtih the painstaking and brilliant 
investigation which he has in.stitulcd as regards the influence 
of protection on American industries. The first imiwrtant 
generalisation is that no amoimt of protection can lead to 
supecss in the absence of comparative advantage as regards 
the industry in (pte.stion. This, for exami)le, is the explanation ] 
of the complete failure of tariff to develop the production of 
raw silk, or of some branches of woolen manufactures, under the 
regime of protection in America. The .same factor has 
influenced th^fate. of ,x)rptcctieu afforded ,to beet sugar. The 
jiractical corollary of this principle is the recognition of the 
limitation of the potentialities of protectionist policies, and the 
advisability of their discriminating application only in those 
directions where comparative advantage exists. Prof. Taussig 
urges that the. i>rinciple of comparative advantage is indis¬ 
pensable for explaining the international trade of any country 
and the working of its tariff iwlicy. It is perhaps needless to 
emphasise that the recognition of the princiijle of compajgjive 
advanfage is the basis of all .di&rimiuatmg-protccticai- 

Anotlier of the valuable generalisation of Prof. Taussig 
is that “the external commercial policy of a nation is among 
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the least of the causes to which it owes its progress”. In a 
sense, indeed, this is only a corollary of the principle of com¬ 
parative advantage, since protection can succeed only when 
applied within the limits fixed by that principle. This does 
not mean of course, that protection is of no value in causing 
industrial development, if applied wisely and with discrimina¬ 
tion. It has a guiding function, as Prof. Tau.s.sig observes in 
discussing the influence of j)rotection on the American iron 
industry, and he asks, “Would these forces have turned in this 
direclion so strongly and unerringly but for the shelter from 
foreign eomiietition.” He shows that the stimulus from great 
j profits due to protection promotes the unhesitating investment 
, o7 capital in the particular direction. But for protection, in the 
; case of that indu.stry, “profits would have been lower ; and 
i iKissibly the progress of investment, the exploitation of the 
I natural res<;urces, even the advance of the technical arts 
' would have been less keen and unremitting.” We take it 
then that the function of judicious protection is to increase 
the rapidiy of the development of industry iirovided it 
starts with comparative advantage. More cannot be claimed 
for protection. Prof. Taussig clinches this by showing that 
within the I'nited vStates tinder a regime of the most absolute 
free-trade, there has been a gradual and steady growth of 
manufactures in regions that a few decades ago were exclusively 
agricultural. Hence his well-founded belief that “the general 
structure and .spirit of the social botly are much more important 
than specific encouragement to this or that industry.” He adds 
elsewhere that “the dependence of our mauufactuiing industries 
on tariff duties is enormously exaggerated.” . 

As might be expected. Professor Taussig, like Schmoller, is 
for the general reduction of the present high tariffs in so 
many countries. Regarding the American tariffs since 1890 
he observes that “few economists would say a good word for 
such an exaggerated protectionist policy, one so intolerant of 
foreign competition and foreign supply.” He saw with 
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satisfaction before the war that the outlook was ‘‘fijr a modera¬ 
tion of extreme protectionist policy.” While not approving 
as a theorist of the principle of basing tariffs on costs of pro¬ 
duction, he acknowledged that it might have a moderating in¬ 
fluence and that it "might be expected to help not only in 
sharper scratiny but in more discriminating judgment on the 
whole tariff proldem.” 

In these days, when we are hearing so much of t'rotcction to 
key industries and industries of war munitions, it is ver\' in.struc- 
tive to hear the view of Prof. Taussig on the .subject. He admits 
that the strictly economic arguments for inotection have been 
reinforced by the hard facts of the international confliet. But 
as regards the manufacture of essential articles for the civilian 
population (the key industries), he would ask whether even pro¬ 
tection is likely to make countries self-sufficing; also whether 
protection to these industries would not hurt other industries. 
Speaking generally, whether about war munitions or other 
es.seutials, he lays down a useful rule of practical compromise;— 
Complete dependence on the foreigner is not conceivable for a 
great nation; but absolute self-sufficiency is not necessarily the 
wisest policy. He would keep apart arguments for protection 
and arguments for military preiiaredness as far ns po.ssible. 
Protectionist duties are only one means of securing the needed 
supply of munitions and essential articles at the proper time; 
there arc other instrumentalities winch might be utilised—- 
Imuntics^ on production, goyemment purchase at. guaranteed, 
prices, and tlic accumulation by the government of the ncces.«ary' 
stocks pr reserves. 

Just as Prof. Taussig has garnered for us the results of the 
protectionist policies of America, so the recent work of Prof. 

Amaunc has furnished us with Icswons 
' ’ derived from the fiscal policy followed 

by France during half a century! He fitids faults with the high 
tariff of, France, because its authors have been so busy putting 
obstacles in the way of imports^at they have failed to sec tlic 



indirect consequence of their policy—^the diminution of exports. 
The French protectionists in a word, are so prc-occupied with 
the affairs of the domestic market that “they are resigned to the 
diminution of the foreign markets for French goods.” Then 
again, according to the same author, French protection is of an 
indiscriininating character and has gone too far in giving pro¬ 
tection to industries producing raw materials:* Thus France 
has extended protection to iron, steel and coal industries. Con- 
•sequently, the costs of production have become very unfavour¬ 
able in France for other inditstries. The agriculturist as well as 
the industrialist has to pay a higher price for such instruments 
and machinery as he uses. On the other hand, the metallurgical 
industries also have to bear the duties on coal. Amaune com¬ 
plains that the French system of protection is not based upon 
any general principle; but that the state is absorbed in the task 
of promoting the particular interests of individual industries 
without due regard to the effects of the policy on tlic national 
economic condition as a whole. The fact is, that unless the 
policy of protection is g’lided by the principle of comparative 
advantage in production, it becomes a collection of unconnected 
‘and incoherent import duties. It becomes a system of trying 
to help individual industries even at the cost of the industrial 
system as a whole. Indiscriminating protection, in effect, takes 
away with one hand what it gives with the other. 

It is no matter of surprise that under these circumstances 
French economists arc emphasising the ncces.sity of manipulating 
Leroy Beaulieu. protection “with discernment and 

mea.sure”. It is a welcome variant of 
our expression “discriminating protection”, supplied by a master 
like I,croy Beaulieu. It is interesting to know the idea of “pro¬ 
tection with discernment and measure” formulated by such a 
writer; what he wants is free-trade ultimately, but under'the 
existing circumstances, “a libferal fi.scal system which should 


•Arnauiie, Commerce Exlerieur, pp. 553; 497; 517. 
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tend more and more to facilitate international trade and con¬ 
nections.” This expression does not imply that customs duties 
should not lx; utilised for revenue purposes or even within proper 
limits for protection; Imt as the distinsnished author says, the 
l)recept “aims at their moderation and at their concentration 
upon the fewest i)ossible objects”.* He goes on to observe that 
Ino country should attempt to initiate industries which, “under 
l^he local circumstances cannot take strong roots but which are 
j likely to remain rickety and artificial” . If any exceptions are 
' to be made to this rule, they can only be based on the grounds 
of national defence, and should be adt)pted only after very 
careful examination. Moreover, it is absurd for any country 
to attempt to be .self-sufficing and to produce all articles. On 
the contrary, the industrialisation of countries .should be baseil 
upon the principle of international division of lalwur and of the 
immense advantages, Ix)th direct and indirect, which flow from 
it. Further, Teroy IJeaulieu goes on to remark, that it is not 
enough for those who de.sire to secure protection for an industry 
merely to show that it exists or that it can exist in the country. 
It should be further demonstrated that the country has the 
right measure of aptitude for the development of the industrj' in 
(piestion. 

It is well to conclude the present study by examining the 
views of Schiiller—an able protectionist writer from Austria-, 

, , who has established a reputation in 

recent years by his writings on 
the fi.scal (piestion. As a theorist, .Schiiller has deserved well 
by a careful analysis of costs of iirodiiction as affecting fiscal 
theory. He has further eontributed some vigorous criticism of 
the naive free-trade theory, and has expended mueh ingenuity 
in tiVing to show how through the importation of commodities 
susceptible of domestic production, the sum-total of domestic 

•Leroy-Beaulicu, Traile Thcaritjitc el PniKipic d' Economic 
Politique, Vol. IV., pp. 103—104. 
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production is diniinislicd and economic life is impaired. There 
can be no doubt, that in working out these theories Schuller 
rather exaggerates the less favourable asjKicts of free-trade. 

new tnrn is given by him to the doctrine of comparative costs 
as the criterion of national .superiority in the matter of produc¬ 
tion. I^the first place> according to him, we have to compare 
‘ tile costs of production both abroad and at home; the_j^eater 
the rlifTerence in this respect in favour of the foreign Sflurce of 
supply the weaker is the case for protection. In the second 
place, he would note the difference Ixtween the various sets of 
domestic costs—in particular those corre.sponding to different 
scales of i>roduclion; tlic smaller the difference in this 
respect, the stronger is the presumption in favour of protection. 
In fact, Schiiller ilisavows the doctrine of comparative 
cost in the older form only to re-admit it in another 
shape. A more realistic appearance is no donbt given to the 
older doctrine by taking into account the diversity of costs Iwth 
at home and abroad, but (he added complications do not seen 
to be favourable to clarity of thought. At the conclusion of 
his analysis, he is left with the rather vague formula that pro¬ 
tection should be resorted to only where the sum total of national 
interests rec|uire its aiiplication. 

One cannot help noting a remarkable contrast between the 
theoretical views of .Schiiller and his practical propo.sals. On the 
theoretical side he is an aggres.sivc champion of protection; he 
rejects the theory of comparative costs as formulated by the 
)lder economists; he is opiwiscd to the “Developmental theory of 
proteetion,” lx.-cansc of its ncg.ativing the possibilities of per- 
IK-tual protection ; and he censures Dist for the limitations and 
restrictions the latter is constantly introducing. Nevertheless 
the whole aspect of .Schiiller changes very abruptly when he 
passes from his theoretical work to a consideration of the prevail¬ 
ing system of protectionism. The fourth and the seventh chapters 
of his work on "Schuzzoll und Freihandel" which deal at length 
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with the shortcomings of the present system of iirotectioii .js 
c‘xemplifio<l in different countries will amply repay a careful 
study. According to him, notie of these tariff systems have been 
constructed in the interests of the nation as a whole. The 
intere.sts of the consumers have always been siicrilicwl to those 
of the organized mass of producers. Hut even amongst producers 
generally, those gain the most by protection, which reipiire it 
least—the stronger ])ro(lucer.s being subsidised by protection to 
crush out the weaker onc-s. ^^oreover there is a considerable 

• portion of the jirodncing cla.ss uhich, so far from being a.ssisted 
by production, is systematically handicapped by it. In particular, 
those domestic ])roducers who are iiroduciug for the export 
market arc heavily haudicairped not only through the ri.se of 
•wages and of the costs of production in general, which is the 

• result of any system of protection, but also by the retaliation 
! from abroad which such a system so often provokes. Proceeding 
1 further, .Schuller remraks that very often, in our times, protec- 
. tion has been .so emjiloyed iis to reduce the purchasing capacity 
' of the consumers uilli the further result that the domestic 

producers are injured as a general bod.v. In such cast;s, “the 
total result of iirotcction amounts to this, that nobody is 
permanently benefited while an injury has been inflicted on the 
po|)ulation of the laitirc country”.® 

Coming to study the actual tariff systems of our times, 
.Schiiller has nothing but condemnation for the exaggerated ])ro- 
tcctionism which inspires them. Alany pages are devoted to 
detailed criticistm, but it might be permissible to quote a para¬ 
graph summarising the treatment. “Keceiitly (lermaliy has 
erected a tariff which in its protcctioni.'=t exaggeration vies with 
those of the United States, Prance and Kiissia. Austria has 
followed the example of {lermany but has preserved grc.iter 
moderation. Switzerland has enacted a tariff with increased 

i 

rates, .and Russia continues to raise still further its duties which 
‘Schuller, Schalzzoll uiul Freiltandcl, pp. 273—380. 
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are already exorbitant. Even the Balkan States arc cquippinK 
tliemselves with prohibitive tiiriiTs. As the result of such a 
IKjlicy, a }{n.-at ])roporti(m of jirodiicers is injured, viz., those 
produeiiiff for exportation. But the largest share of the injury 
is suffered by great masses of oi)crativt's through the fall in real 
wages. Not ouly is the prevailing type of fiscal policy mis¬ 
chievous from the point of view of the nation as a whole, but 
it is in the way of ideas of .social refonn which must form the 
true bases of the economic and financial sy.stems, of military 
defence and of culture in general. \Vc must substitute for such 
a mischievous type of fiscal policy, a policy of rational organiza¬ 
tion of foreign trade which should lie regulated by the interests 
of a nation as a whole as regards the adjustment of customs 
duties.”* 

Schuller has .some remarks on the subject of protection to 
manufacture's in the case of a predominantly agricultural country, 
which deserve attention on account of their application to our 
local conditions. While agreeing that well-selected duties 
might be advisably employed in the interests of industrial 
development, he adds that in the case of such a country, the 
free importation of a great variety of manufactured articles is 
beneficial. The result of heavy or general tariffs, in the case 
of .snch a country, tmtjil.bo a great rise in the cost of living 
together with a small growth of industries. ^Moreover, as an 
exporter of agricultural produce such a country would be 
handicapped by the adoption of that imlicy. According to 
Schiillcr, agricultural countries are in, a position to derive great 
advantages from the employment of moderate protectionist 
duties. The reason assigned is that wnth the growth of local 
manufactures in them, the exports of raw materials are aulonia- 
tieally reduced, and, as a (on^eipience, the imports of manufac- 
tureil goods are also automatically reduced without any 

•Schiillcr op. cit, p. 273. 
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necessity of piling up heavy duties. On these grounds, .Schuller 
suggests that a policy of moderate protection might well benefit 
a predominantly agricultural country, while anything like heavy 
or general iirotection will injure such a country.* 

•Scliiillcr, pp. 27S—j&j. 



LECTURE IV. 


THE INFLUENCE OF PROTECTION ON INDIAN 

agriculti're. lahour and trade. 

In this lecture an attempt will he made to trace and discuss 
the possible efleets of the introduction 
Ocncral of tlio of industrial protection on the iwsitiou 

.iLflrndm; aiF-icnUnrc, labour and foreign trade 
of wealth. of India. It is well-known 'that any 

important change of fiscal policy affects 
the internal distribution of wealth in ii eountrv-—whether the 
change is from proctection to frcc-tnide or from free-trade to 
protection. In these matters an abnndant amount of experience 
has been acquired as a result of the tariff exi)erimcnts of the 
world, mainly during the last century; and, that experience has 
been garnered for us in the writings both of tarilT historians 
and economists. Indeed, tariff history would have been written 
in vain, so far as we arc concerned, if we did not utilise that 
material. We shall begin our study with a few generalisations 
regarding the effects of jirotectiou upon the internal distribution 
of wealth. The effects arc different according as we have a case 
of agrarian protection granted by a predominantly industrial 
country, or a case of protection to manufactures extended by a 
predominantly agricultural country. Obviously the latter case is 
the one which will interest us most in India. 

The first ease—that of a manufacturing country introduc¬ 
ing agrarian protection—need not detain us long. Here the 
main advantage of the protection is naturally secured for the 
landlords and the agriculturi.sts, who benefit both by tlie rise 
of the prices of agriculttiral produce as well as by the exten¬ 
sion of cultivation and the fall of the margin of cultivation. 
The burden of protection is shouldered by the consumers in 
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general, T>irt also bj' wage-earners aiul mamifacturcrs. The 
manufacturers will find to their cost, that on account of the 
rise in the cost of living higher wages are being demanded 
from them. At the same time they have no additional 
re.source ont of which to pay these higher wages. The burden 
is therefore divided between the niannfactnrer and the wage- 
earner. The wages must be raised to a certain extent and 
thus profits dixdine, the marginal manufacturers suffering most, 
but, even so, wages cannot lx; increased in exact proportion to 
the rise in the cost of living and consef|neutly the wage 
earners too have to shonlder a part of burden. Hence the 
justification of the proiwsition that agrarian protection is even 
more unfavourable in its effects on distribution than protection 
to manufactures. 

The effect on distribution is of a different character, when 
a predominantly agricultural country gives protection to manu¬ 
factures. In this ca.se too the consumer is hit by the higher] 
cost of living due to the rise in price of the imports as well asi 
of the local substitutes. The nominal wages of labour will tend 
to rise, but the real wages considered in terms of commodities 
might easily be reduced if we consider the whole body of labour 
ill the country, and not merely that portion which is employed 
on good wages in the protected industries. Agricultural pro¬ 
duction will be hampered by the rise in cost of living, and the 
higher nominal wages which increa.se the cost of production. 
Finally, the agriculturist will be unfavourably affected in his 
capacity of a purchaser of the manufactured goods—whether 
foreign or home-made. “In order* to sicure the same quantity 
of manufectured articles tlie agriculturist will have to part with 
a larger quantity of his own produce.”* 

We shall now consider how llie fortunes of the Indian 

•For a more dctiiilcd analy.si.s on those lines eomsult tlie seventh 
chapter of Fontana-Rus.so's work on Commercial Policy. 
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agriculturist would be alTccled by the introduction of jirotcc- 
tioii. The Coniniission has noted that 
cnlSnst'^^rts^urLs?^’”' protection advances industrial 

development and increases the wage 
fund going to the employees in industrial areas, the surround¬ 
ing Hiral areas will also benefit, since a portion of these wages 
will be forwarded to their families residing in the villages. 
This is, so far as it goes, un.'iuc.stionably an advantageous thing 
for agriculture. Conceivably, agriculture might benefit in other 
waj's from any successful industrial development brought about 
by protection. Only, it has to be understood that .suah re.sultant 
advantages as agriculture can gain from protection will not 
accurc in the immediate future, but will follow after the period 
required for industrial development ; whereas the less favour¬ 
able effects of protcTtion on agriculturists, as regants the high 
cost of living and of production, will follow at once on the 
inception of protection. 

It is also possible, that .some of the employees in industrial 
centres iniglil go back to rural occupations with eapitid siivcd 
out of their inditstrial wages, as also with improved ideas as 
regards the use of machinery and general organisation of bu.si- 
ncss. tio far as any movement in this direction takes place, 
. Indian agriculture will be a gainer. It has further been 
I suggested that with the growth of po.s.sibilities of employment 
tin industrial centres, agricultural wages will become more 
lre.sponsivc to changes in cost of living. There might be 
something in tliis idea, hut ,so far agricultural wages have 
shown a capacity for inerea.sing pari passu with general prices 
without any extrinsic a.ssistance in the shape of tariff. Dr. 
JIaun's researches .show a satisfactory increase in agricultural 
W’agcs relatively to the cost of living. The Prices Report also 
tells us that “in ntral areas, wages, both of agricultural 
labourers and village artisans, have risen enonnously as 
measured by the purchasing power of commodities.... lire 
rise in the wages of industrial labour has not been as large as 
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ill the case of .labourers jiust mentioned.” Nevertliele.ss, it is| 
arRuablc that with the growth in the miinbcr of agrieultiiral 
labourers which is the iioriual feature as shown b^' one, census 
after another, it is to some extent useful to possess poteutialilie.s 
of well-paid joccinwtimjs outside..the limits of, (igriculture. 

Protection has also bccu advocated with the object of 
reducing the pressure .011 laud. It would be prcferalile to .say 

that the effect of industrial dci clop-' 

T’roUrlitm and llic ment would be in the direclioli of some 
prf.s,siirc! of iioinilnlioii ... i 

on land. .slackeiuiig of till' increase ot such 

lire.ssurc in tlie future. As the Ilon’ble 
IMr. H.arkishen ball put it lx;fore the h'iscal Commission : “It is 
impo.ssiblc to conceive that at any stage of India’s industrial 
growth all or half, or even one-third of the agricultural popula¬ 
tion wilt lie transferred into an industrial popillati(;ii. The 
numbers are so gre.it ill agriculture, and the number required 
for industries would be so .small compared to the population 
that I cannot conceive a stage when agriculture would be 
affected by iiidiislriat growtli.” Other witne.sscs told the same 
tale. Prof. Jevons argued that “the growth of industries will 
be slow, and the growth in tlie town poimlation will be csmi- 
paratively slow.” The authors of iliese remarks hail a true 
l)crs|)ectivc of the proportionate poteiitialitic'S of the growth of 
industry and of agriculture in India. Xor need this seemingly 
slow increase of industrial population disappoint any cnthusia.st 
for industrial development; for the argument cuts both 
ways. If the slow growth of industries caniiol do much to 
reduce the pre.ssurc of population on land on the one hand, 
the same state of things on the" oilier hand relieves us of the' 
fear that iiidu.strial development will draw away a coutiidtrablo 
proportum of labour from agriculture and woithl cause aii_ iu- 
coiivcnieiit recTueffbu' of the food supiily. Iiulecd, there are 
reasons'wHy wc should not, if we could, induce a great rural 
exodus in India. Prof. Basil has emphasised the fact that 
“industrialisation in the sense of the west need not be 
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too rapid in India, for the mass of the rural population to be 

able to ada])t themselves to the new condition.The 

jjrowth of indnstrial habits among the labouring iwpnlation is 
not only a matter of tmining but also one of temiH-ramcntal 
ada])tntion. This is partly a soeio-psyeliological factor which 
should not l:e lost sight of in our passion for developing 
Indian industries (|nickly and at any cost.” But, really there 
is no danger of any considerable rural exodus, following on 
protection. The growth of factory industry has a tendency to 
deprive a large number of Inind workers of their hereditary 
occHj)ations and many of these men will l)etake themselves 
to agi-iculture. I'hns, to take an example, the increase of onr 
cotton mills and of the factory hands employed in them has 
involved the displacemeut of a larger number of handworkers 
(weavers) and many of tlieni have taken to the |)lougli as their 
principal means of subsistence. Owing to the action of this 
cause, in the earlier stages of the industrial development of 
India, there will be two streams of movement of labour—one 
from agriculture to the new machinc'-indu.stries and the other 
[from the old hand industries towards agriculture. The problem 
|is thus a highly complicated one. 

We must now consider the o])inion that protection will pro¬ 
duce an increased demand from industrial centres for food 
products and raw materials, and will in this way benefit the 
agriculturist. It has to be admitted that such advantage can be 
c.x|)ectcd to accrue, in any substantial nica.surc, only after much 
time has elapsed and an advanced stage t)f industrial develop¬ 
ment has been reached. In anything like the near future not 
much is to be expected iu ’ this direction; "we have only to 
imagine our industrial ])opulation of two millions increased 
even at the great rate of jo per cent, to get at the annual 
increase of potential demand, ^and on the other hand to con¬ 
sider the far greater normal increase of numerous millions of 
the agricultural population. Looking much further_aliead, 
however, the increased demand from our industrial, centres 
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niiglit have tangible effects, esiiecially as the eonsuinption per 
cajjita of the industrial oi>erative witli his higher wages and 
standard of living is larger than that of the niral ]x>pulation. 

Since the days of the Katnine Commission of iSSo the 
opinion Tias lx;en advanced that diversity of occupations is the 

Imlastrial .levelop- y*-'""-''*-'’ bowever. 

ineut as a reniidy for is an extreme view. This can be 
famines. 

seen easily if it is borne in mind that 
the main portion of the demand for local manufactures must 
come fmm the resources of agricultural iirodiice. fio far as 
these resources are dimini.shed by a famine, the demand for 
manufactured goods will fall and will diminish the employment 
in industrial T’einrcs except so far as manufactured articles are 
produced for stock or for exiiort. Indeed, one can go further 
and show that any particular percentage reduction of agricultural 
proilnctioii must diminish the country’s demand for manufactures 
by an even larger iiercentage. The reason is that as the price ot 
foodstuffs rises, an abnormally large proportion of the incomes 
of the common pcoi>le must be spent on f<x)d, and hence an 
unusually small ixircentagc remains to be spent on manu¬ 
factures. bet us illustrate this by an arithmetical example. 
Suppose a famine reduces the total agricultural production of 
India about 20 per cent.; then, obviously, the Indian demand for 
manufactures must fall at least by that percentage. Bnt tha' 
is not all. Suppo.se, further, that the average agriculturist had 
been spending in normal years 25 per cent, of his income on 
manufactures; then in the famine year he must spend less in this 
direction—.say, 15 per cent. The result is that the total pur¬ 
chasing power of the country is reiluced on account of the famine, 
and of this smaller purchasing power a larger proportion than 
usual is diverted to foodstuffs. 

However, though protection cannot afford a direct remedy 
or mitigation of famines, yet, in the normal years, it might in¬ 
crease the means at fhe disposal of the agricnltnrist and con- 
seiinently his power of resistance against famines when they 
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I'fwsiliN' a tl v<* r s o 
effects of niamifncliir-' 
iiijj protection on aj,Ti- 
cultnre. 


coluo. As we have seen above, the iiuhtslrial wafjc-canier sends 
his saviiiffs to his native villajre, an<1 this contribution, if dnly 
Siived, increases tlic resources on which agriculturist can fall 
back in limes of famine. Again, industrial development increases 
the wealth in urban centres, and co-operative banking might 
tiraw on some of it in order to assist the cause of agricultural 
progress ill general. 

Coming to the adverse elTeets of protectionism on agriculture, 
we must concentrate on the one real danger—the increa.se in 
the cost of living as well as in the cost 
of agricultural production; there can lx; 
no denying the reality of this drawback 
of a protectionist policy. A rise jn 
living due to protectiofi 
niu.st raise wages in agrarian areas and, consequently, the 
|.^t of Drodiictioii to, the .agriculturist. Further, any protec- 
tioni.st duty which raises the price of materials or inipleinents 
(c.g., machinery) used by the agriculturist contributes to the 
rise of the cost of ])rodi'clioii to his detriment. To these con- 
iidcrations a rejoinder has been attempted, to the cfTcet that, 
)ccau.sc^xir rural population docs not consume a large jiro- 
lortioii of imported articles it will he imaflected by the rise 
in their laiees due to protection. lUil, those' who urge this view 
. arc iicgk'Oting an important factor in the situation; a ri.se in the 
, price of imported goods is almost always accompanied by an 
‘ increase in the i>riee of their locally produced substitutes. Thus, 
it may he true, that the Immhlc agrarian docs not con.sumc niucli 


of tile imported sugar; hut if a protective duU' is jm^q^-d on 
ifoi reign sug ar the first effect \\^1 be "the rise in tlie price of 
giTr.} This is a well estabiished position of theory, and has also 
I)cen hacked up by the opinion of experts on the practical side. 
Thus, as a producer, the landowner will he in a less favourable 
IHisitioii after the advent of protection ; and the Siinie might 
lx: said of him in his capacity of a consmner of manufactures. 
In a protectionist regime “inanufacturers find themselves in a 
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privileged position, since in order to procure tlie same amount of 
manufactured articles, the afiTiculturist will have to surrender a 
larger nuantity of agricultural produets.* lie can in the main 
benefit only so far as he produces less food crops and more of 
the commercial crops—raw materials demanded by the new 
manufactures. 

It is true, that during the period which extended over the 
twenty years 1891 —iqii, the cost of living rose considerably in 
India and yet the Indian cultivator was no worse off than before. 
During that period, the income of the agricultural cla.sses rose 
as fast as, if not fa.stcr than, the general level of prices; but it 
has to be noted that the chief factor in the rise of cost of living 
during that period was the increase in the prices of the products 
of agriculturists; only a comparatively small share of the 
result was due to the rise in the jirices of manufactured, 
articles. On the other hand in the protectionist era, which we 
arc envisaging, the increase in the cost of living will 1 k' due 
entirely to the rise in the firicc of manufactured articles. The 
change in price levels will not present any feature favourable to 
the agriculturist. There are some further ways also to be consider¬ 
ed in which protection might ])ossibly affect the prosperity of the 
landowner ,adversely. Thus, in some predominantly agricultural 
countries there have been compliiints that protection has 
been the indirect cause of the reduction of agDcultural 
exports, the national imports are checked by i)rotectionist 
duties, and this fall of imports is followed by a reduction of 
exports and among others generally, agricultural ex])orts have 
been reduced. Thus during the debates on the French Tariff 
of 1910, jM. Jaures showed that there was a great pos.sibility of 
increasing the exports of agricultural i>roducts from France; bnt 
th^t this potentiality could lx; realised onh* on the condition that 
the tariff barriers against international trade were lowered. 
French viticulture, in particidar, desired foreign markets; but 

♦Fontaua-Russo op. cit., p. 323, 
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these markets could not Ix; opened until the French tariffs were 
lowered. So also in Italy protection has been accused of 
preventing a due expansion of the exiwrts of the fruits of the 
soil in cxchanjre for foreign manufactures. The agrarian in that 
country has learnt from personal ex])eriencc that in order to 
sell, he nmst bu\'.* In view of the fact that a large projiortion 
of India’s exports are of an agricultural character the experience 
of other countries provides a strong argument against the 
introduction of high or indiscriminate protection. 

It has been alleged, that industrial development under pro- 
tex:tion might cause a .scarcity of lalwur for agricultural opera¬ 
tions. Apprehensions of this character were expressed by the 
Madras Kyotwari I,andholders’ As.sociatiou before the iximmis- 
sion. They express the view that “industries should be located 
in such places that the population will not be drawn away to 
towns.’’ They admittcel that our agricultural labourers arc not 
fully employed, but urged that agricultural operations could not 
dispeii.sc with the present available population in the rural tracts. 
“We rtHiuirc the services of the agriculturists, siiy, during live 
months in the year; we cannot distribute the same work 
throughout the year so as to dispense with a certain amount of 
the population. The whole village ]K)pulatiou will be required 
during the.se five months.’’ 

The problem thus propounded is a highly complicated one; 
in the first j)lace regard must be had to the fact that here is a 
seasonal demand for a great proportion of the existing rural 
population and thus it is not possible to spare a very large por- 
Iiortion of it for the task of industrial development, unless there 
is a great improvement in agricultural methods and organisa¬ 
tion. On the other hand, we have to consider the very great 
normal increase in the rural iropulation of India which's so con- 
sideiablc as to remove all fea’^ of any general shortage of 

*On llii.s topic the student would do well to i-oiisuh Auk. Ariiauiie : 
r.c Cotmncrcc exierleur cl h’S Tartfs de Douaiie (pp. 343-3.(1) as well as 
AuKi'er and .Marvaud, I.a Polillqtie Pouanlere dc la Stance (pp. 33—58). 
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ajn'icultiiral labour rcsultinpr from in<Iustrial (Icvflopmcnt. Nor 
is the ijrogress of industrial devclopmc'nt in India likely to be 
so precipitate as some entbusiasts would make out. We have 
already (pioted the very sensible and pertinent remark of the 
Hon’ble Mr. Ilarkisben 1,31: —“the numbers are so great in 
agTiculture and the number re<iuired for industries would be so 
small comi)ared to the poi)ulation that I cannot conceive a stage 
when agriculture would be affected by industrial gi'owth.” 
We are very far indeed from the .stage attained by the manu¬ 
facturing nations of the West, where we have an embarassing 
drain of labour from agrieulture towards manufacturing 
centres. France, indeed, complains of insutlieiency of agri¬ 
cultural labour on account of the drain towards industrial 
centres, and siniilarly the (lennan landowners are complaining of 
“hentenot” or want of agncultural labour. We in India, how¬ 
ever, have no reastjii to anticipate any such general scarcity of 
lalxjur for the fields: though no dmd)t in a great number of rural 
areas adjoining industrial centres the difficulties of the land- 
owner in obtaining labour will be greatly increasi’d. Thus, we are 
already told bow “the small holder, especially in Gujciat, com¬ 
plains that his lalx)urers desert him for the mills and only 
inferior workers are obtainable. 'I'lie continuance of these con¬ 
ditions must re-act upon the stamlard of cultivation which in 
(iujerat has always been high. Many landholders have been 
compelled to lease out their lands to men who were hgmerly 
(heir labourers.” Similarly in ibe Central Provinces and 
Berar “with the increased wages for |iaid laboui there is a 
marked tendency to restrict the extension of the home-farm.” 
A great deal of such local diffieidlies regarding agriculture 
must be expected with iudu.strial develoinnent. Indeed, they are 
somewhat inconsistent who argue that industrial improvement 
wifi raise money wages and in the same breath assert that there 
need not be any fears even of’a local shortage of agricultural 
labour. 

The experience of iwotcction in other countries shows how. 
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under it, tl’.c agriculturist has to Ijear the burden of high costs 
of living and of production ; and tariff 
Olipiisiiion offered la- literature alx)mids in protests raised by 

tnriIi'y*”'*protecIi'on^ communities against the 

oilier oomitriei.. protectionist policy. In America the 

South was always opiwscd to heavy 
protection. Nor was the opposition of the agrarian party in 
America to protection mitigated until either genuine protection, 
or, at least in some cases, the fiction of protection was secured for 
agriculture as well. Thus, discussing the American T.-uiff of iSSj 
Prof. Taus.sig points out that under it the duties on a number of 
agricultural products were left unchanged, and then he goes on 
to ob.scrve that “it is needless to .say that the duties on them 
had no effect whatever, except to an insignificant extent on 
the local trade across the Canadian border. The duties were left 
unchanged in order to maintain the fiction that the agricultural 
fiopulation secured through them a share of the benefits of 
firoleciion.* Similarly the late Prof. Rabbeno observed that 
"the agricultural states of the South were in favour of free-trade, 
the manufacturing ones of the North in favour of protection; 
a terrible war was the outcome. At present antagonism 
of this kind still exists to a certain extent, and discontent with 
the jirotcctionist policy is spreading in the West. Put the com¬ 
plaints of the agriculturists have been partly .silenced by 
means of agrarian protection, which is now keeping pace in 
the United States with that of manufactures.” ' Elsewhere the 
same authority remarks as follows:—“Now, considering on 
one hand that a vigorous agricultural protection neutralises the 
advantages that protection to manufactures can offer to 
capitalists, and that in reality the American agriculturists are 
not in want of this protection, but they have demanded it up 
to the present time more as a recompense for the industrial pro¬ 
tection than for any other reason ; so that it .seems very slightly 
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])n;bablc that they should demand it in preference to the 
rednetion of all tariffs.”* These remarks miKht he snitahly 
supplemented by Dr. Marshall’s statement that the protective 
tariffs of America “hindered the development of the asriciil- 
Inral resources of the country. This involved .some retardation 
of (he ftrowth of eommercial centres ; which are nearly, thouffh 
not <|uile, as important from tlie social imint of view as the 
industrial centres.”* The same eminent writer refers to the argu- 
ment of the American advocates of protection to manufactures 
that since the farmers had been allowed to take up the great 
expanse of rich agricultural land in the country, there was no 
injustice in compelling them to contribute to the building u)) 
of jtrogressive industries. To this the agriculturists could reply 
that they “had only availed themselves of opi)ortunities for hard, 
if not ha/.ardotis, ventures, which were open to every one ; that 
no exclusive favour had been granted to them after they had 
once committed themselves to their tasks ; and that therefore 
they were not in a similar position to manufacturers ivho asked 
for favours.” 

'I'he opiiosition of interests between the agricultural {south 
and the manufacturing .Xorth was both felicitously and 
olixiuently expressed by ^IcDufFie one of the .Southcni orators 
in a speech in 1830. “The great misfortune is, sir,—and it 
give's us the true key to this whole system—that, while this 
Covemment is an undivided and indivisible unity, the conntrx' 
over which it extends is divided into v.irious and—disguise it 
as we may—diametrically adverse interests. Ilene'C, it result.?, 
that the law which throws a restriction upon the commerce of 
the ,“outhern States, to the great and obvious injury of the 
planter, is obviously calculatt'd, and profes,sedly intended, to 
promote the interest of the Northern manufacturer. If the 
manufacturer can gain 10 per cent, by the restriction, it is his 
interest to adhere to it, though’it imiioses a burden of 40 or 

♦ Rnbbeiio. Commercial Policy, p. .’54 .nml p. 2<xj. 

‘Mnrsliall,—mJaslry'^iTT'mifZ’~i)i).'' 
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50 per cent, upon the planter. Hence it is that majority of this 
House arc ]>nrsnin>t a i)olicy with reftaril to the interests of 
the whole Thiion, which no human beitiR wonhl pursue in 
. reffard to his own interests.”* 

In Oerinany, also, it has been found necessiiry to increase 
aRrieuUural protection, because protectit)n to iiiauufactures had 
been found to be reduciiiK afirarian profits. Thus we read in 
, the preamble to the fleriuaii Tariff Hill of 190’ as follows:—“A 
' collateral elTect of the industrial expansion has been the larger 

■ demands made by the agricultural labourers who have witli- 

■ stood the movement to the towns, thus grea/fy imrea.siug the 
I u'prking exlH-nscs of agriciilltiic, and luaking Unit industry in 
? most of its branches less projilahlc. 11 cnee the necessity for 
[ more firoleclion.'’ 

The opinion has also been e.vprcssed by Indian econoini.sts 
that the agriculture of the country will have to jiay a gmid 
part of the price of industrial development obtained through 
Iirotectiou. The expres.siou of such opinions is naturally to 
be exiiected on the part of geutlenuii representing pre¬ 
dominantly agricultural provircess like Madras and the Punjab. 

( Thus Mr. C. Ramalinga Iteddy olwerved before the Fiscal 
CommissioinTiat' “in .so far as iirotection couUl be expected 
. to have any innucuce, I believe that temporarily at least it 
I wH eithtT depress the rurgl classes still further or render their 
I economical^ rcco\ cry slower apd more difficult." He based his 
view partly on his exiierieiicc and partly on the constant 
straggles between agrarians and industrialists in diflerent parts 
of the world. 

( Our examination of the jiossible effects of protection on 
Indian agriculture leads us to the conclusion that the agri¬ 
culturist will have to contribute his full share of the* sacnfice 
involved by protection for a considerable length of time ; both 
ns producer and as consumer he will be adversely affex'ted and 

*CaUeiulcr, —Rconomic History of the L'niU'd Stales p. 
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this constitutes an additional arRuincnt for discriminating and 
moderate protection. Anything like heavy protection will affect 
the agriculturist advenscly, not only as a producer and a con¬ 
sumer, but as one deeply interested in the export trade of 
India. Among agrarians themselves the largest measure ofi 
sacrifice must come from the landowner. The agriculturali 
wage earner will generally have to see his cost of Ifying liac! 
percept ibly ; on the other hand the agricultural operative in the' 
ruraTarcas adjoining industrial districts will certainly benefit^ 
It is unfortunately not possible in India to compenssite the agri¬ 
culturist directly by introducing agrarian protection pari passu 
with protection to manufacturing industries, as has hcon done 
in other countries. There, indc-cd, “the adhesion to the pro- 
tectioni.st policy on the part of the agricultural regions was 
obtained by extending the benefits of the sy.stcm in generous 
mca.sure to the i»nxlucts of the soil.”* We arc in no condition 
to introduce protection at once to manufacture and to 
agriculture. Conseciucnlly, for any general improvement of the 
conditions of all ranks of agi-iculturists we shall have to wait 
for a considerable time, and for a great and successful progre.ss 
of industrial development. 

In proceeding to study the pos.sible effects of protection on 
the wage-earner we have to consider separate!}’ the prosixjcts 
of the industrial labourer in the pro- 
tecu d ?ii(l'™trles Unprotected industries, as well 

as tlio.sc of un.skillcd and agricultural 
labour. It is certain, that the money wages of skilled lalxnir 
in the protected industries will experience a considerable and 
immediate ri.se. The aggregate .supply of skilled labour in the 
Icountry is, rclatiyely speaking, small and inelastic, and this fact 
iis favourable to the risQ of wagc.s in this particular case. It is 
IhowEvCT* oniy as the efficiency of these highly paid operatives 
increases that their wages will cease to he reflected in high costs 

‘Stanwood, American Tariff Controversies, Vol. II, p. i,i8. 
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’ production and high prices to the consumer. Much will 
dei>end upon the attitude which lalxjur assumes when the oppor- 
lunitics of getting high money wages arc opened out to it. If 
labour re.spoiids by increasing its eniciency and regularity of 
work, the country will be the gainer. ■ Thus the inclination of 
its lalwurcrs to do as.siduou.s work in return for fair wages has 
been a great asset to Germany. On the other hand in Australia 
there is a tendency for lalxjur and capital to combine to raise 
protection and to increase profits as well as wages steadily at the 
expense of the consumer. 


Money in nii- 

protected imluslrics. 


tin the unprotected industries, also, there will be a parfialj 
tendency towards increase of wages. In fact, as regards wages,* 
the protected industries will set the pace I 
and the unprotcclod industries wilt have 
to follow rather reluctantly. This will 
raise co.sts of production in the unprotected industries which 
will be thus forced to shoulder some share of the burden of^ 
protection without being in a position to enyiv the benefits of 
protection.^) As regards unskilled industrial labour, this sort of 
“sympathetic effect” might be expected to eau.se a slight ri.se of 
wages; but this rise will presumably be much smaller than the 
increase of wages in the case of skilled la1x)ur, the r<as(m being 
that the potential supply of unskilled lalxnir is very large in 
the case of India. 


So far wc have spoken alx)ut the rise of money wages; it 
now remains to consider how the real wages in terms of com¬ 
modities are likely to be iiffected. It is 
experience of all protcc- 
tioni.st countries that the rise of prices 
neutralises in a great measure the rise of nominal wages. iTlius 
German economists admit freely that the cost of living of labour 
was higher in protectionist Germany than in Kngland ; in other 
words “with an equal expenditure, an English workman was 
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better fed than a German.”* Similarly, ill America with its 
high tariiT.s, the money wages are much higher than in Kurojie; 
but the difference in real wages is not .so great. In our country 
too, the rise of real wages will be smaller than that of money 
wages; and here again the skilled operalii'c of i>roteetcd 
industries will be in a somewhat privileged position. There is 
indeed, one factor which in some proleetioni.st countries benefits 
the industrial oiicrator in the niatten- of real wages, but at the 
expense of the agriculturist. It might happen that the diminu¬ 
tion of manufacturing imports might in turn cause of reduction 
of agricultural e.xports. This result, if it is reached, lowers the 
price of food grain temporarily, and thus relieves the industrial 
operative to some extent of the burden of a rising cost of living.* 
Needless to say however that such a result is far from being desir¬ 
able. 

In the interest Ixith of industrial and agricultural lalxnir a 
moderate .“^cale of duties is to be tlesircd, since high duties would 
greatly raise the cost of living to our hibouring clas.scs by 
increasing the iiriccs both of imported eomnioditics and of the 
locally produced sulistitutes. Moreover, it is only in certain 
favourably situated districts that protection can be exiiectcd to 
raise even the money wages of the agrarian; such are the 
rural districts adjoining industrial centres, or those which for 
some local reason are already suffering from a paucity of agricul¬ 
tural labour. 

Proceeding to consider the effects of a iirotectionist iiolicy 
on the interests of the national consumer, it needs to be em¬ 
phasised that alt protectioni.st countries 
Kffcct of proteetum have comparatively high price levels 
on cost of liMug. living. This result is 

brought about by the ciimnlativc 
actioA of protection at once uikiii prices and upon costs 

*Clapham, Economic Development of I-'rancc ami Germany, p. 406, 
and Srhiiiolier, op. cii, Vol. TI. p. 29S. 

*Cf. Foutana-Russo, op. cit. p. 322. 
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I'of production. The protectionist duty raises the domestic price 
of the protected article as well as the cost of production of other 
articles in the manufacture of which the former article figures 
as a raw material. There is another waj' in which protection 
makes for high level of i)ricc.s— viz., by tending to restrict im- 
jiorts. As Dr. ^Marsliall has felicitou.sly put it, “the purchas¬ 
ing power of money in any country may lx; affected by its tariff 
policy, for taxes on certain imports into a country raise their 
value in that country relatively to things which arc not taxed; 
and one of them is gold. Therefore the purchasing power of 
gold is generally low in a country which levies many high import 
duties.”* 

Abundant authority could lx- brought forward to testify to 
the undoubted fact that prices and cost of living are high in 
countries with a high protective tariff. Dr. Marshall himself veri¬ 
fied the statement that in “the comparatively free-trade period 
1 of Oerinany the purchasing power of money was two-thirds as 
high again in Oennany as in England”. In more recent times 
the high tariffs in that country “have so raised prices against the 
consumer, that the real wages of the Oennan workman have risen 
less rapidly than those ot the linglish.” Professor Brentano 
i might be (luoted as another author who has written mueh to 
show that “a*; the result of protection all prices, especially the 
prices of rural and urban laml, have risen to an extraordinary 
degree in Germany. The cost of living has been rising pretty 
continuously with the increased tariffs.” Schmoller also says 
that although the prices of grain and food.stuffs hardly rose with 
the duties until 1887, they did increase later, though not by the 
full amount of the duties. 

The great protectioni.st authorities arc very far from dehying 
that one effect of protection' must be to increase prices. List 

♦Cf. Mar,sliall, Money, Credit and Commerce, pp. 19R—200; also, 
the Slime aulhor’.s Fiscal Policy of Inlernational Trade s. 3 and s. ao. 
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hinisctf lias arf!:iic(1 in many cases that as the .result, of 4jrotectioii 
prices mu>t rise, to start with, and numufacttirers will make ex¬ 
traordinary profits ; “hnt the consumers have.auiple. security that 
these extra-ordinary iirofits shall not reach uureasonahle diniits, 
orTiecoine perpetual, by me.ins of the comiielitioii at home which 
follo ws later on”.* Admitting the truth of the general idea pro¬ 
pounded by List, it must be said that he greatly underestimated 
I the length of the infancy and the developmental period of in- 
: dustries. More recent theorists on the protectionist side like 
'Ornnzel, with a greater experience of the results of tariff 
; policies, admit fully that economic protectionism iiiiirt increase 
; price levels. Grun/.el indeed argnc'S that ‘‘the general level of 
prices may be driven b.v a protective policy to extraordinary 
! heights when the eeonoinic conditions iiermit of its working out 
iits full effect.” The same author argues further that the effect 
,of the protective po1ic.v is not limited to the prices of the dutiable 
■imiKirts: it also inlluences the prices of cheaper local substitutes 
by diverting deniiind to them and in this fact he finds the 
rationale of excise duties. He further urges that protective 
policy might easily affect the prices of commoilities in general 
in une 3 c^)ected ways. All consumption goods stand in a competi¬ 
tive relation as regards the consumer and if, as the result of 
protection, the consumer has to expend more of his income on 
the protected goods he must spend less on other commodities.* 

The effect of imitectionist imi>ort duties on the domestic 
])rice of dutiable articles might be here considered very briefly. 
It might lx; .siiid that the deciding factors in this matter are in 
the fir.st place, tlic nature of the demand for impoit and the 
comparative elasticity or extensibilit.v of the supply of the 
particular commodity in the exporting and importing countries 
respectively. If the demand of ihe im]xirting country for the 

•List, op. cit., p. 137. 

•Gruiufel, Efoiiomic Protectionism, pp. ,3119—310. 
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article in question is urgent or inelastic, the protectionist duty 
will raise the price considerably. A practical corollary of this 
proiiosition is that great caution should be used in imposing 
protectionist import duties on tbe necessaries of life. In the 
second jilace, we have to consider the expansibility or elasticity 
of the local supply so far as the local production is susceptible 
of extension, and, if sufliciciit capital and other resources for 
extending it are at hand, the rise in the domestic price due to 
the protectionist duty is comi)arativcly smaller. On the other 
hand, .should the local supply of the commodity have little ex¬ 
pansibility or elasticity, the consumer will be heavily burdened 
by the duty without much advantage accuring to the industrialist. 

> The practical corollary from this reasoning is that protection 
should 1 k‘ applied with discrimination, and generally speaking, 
only to such industries as t)o.ssc.ss the requisite condition for rapid 
expansion— i.c., to industries with a high degi'ee of elasticity of 


As might be expected, there is a close connection between 
the rate of the protectionist duties levied and the rise in the 
domestic prices of the dutiable goods. Prof. Taussig has 
developed this aspect of import duties, following some earlier 
suggestions made by the distinguishetl American publicist, 
(lallatin. He first considers the case in which an imiwrt 
duty is levied exactly equal to the difference between the 
local and the foreign cost of production. Here if, after the 
imi)osition of the duty, imports continue to come over the 
tariff barrier in substantial quantities and for a faiilj' long 
period, it might be as.sunied with justice, that the local price of 
the commodities has risen by the full amount of the duty. 
Not only is the price of the foreign imports raised by the full 
amount but also that of the similar local products. Obviously, 
in this ca.se Prof. Taussig assumes that the elasticity of the 
domestic supply is not very great. The same author con¬ 
siders another case in which the import duty is greater than 
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the difference between the local and foreign cost; in this case 
the price will generally not rise by the entire amount of the 
import duty.* 

It is such considerations combined with a <Iue regard to 
the iwvcrty of the Indian masses that naturally inclines a great 
many economists in India to a policy of moderate duties. 
Thus, Prof, liasn cmidiasiscs the fact that the average income 
in Gennany and .\merica is more than ten limes the average 
income of an Indian. "Tlierefore what the former can afford 
to spend ft)r tlie luxury of a political exiieriment like protection 
is required by the latter to keep the wolf from the door.” .So 
also I’rof. K. T Shah of the Uombay University has argued that 
"the strongest plea of Free-Trade in India is that of cheapness; 
given the almost incredible j)overty of the Indian people, the 
policy which claims cheainiess to the consumer as the guiding 

maxim cannot but command a most respectful attention.Itj 

is certain that in the ne.xt gcner.ation the popular party in® 
India, assuming India to become a self-governing democracy,! 
will have to reckon with this argument.’’ For over twoj 
decades a continuous rise of prices has been pressing on the 
modest means of the Indian consumer. Protection and the 
rcsidtant industrial development w^itl, let us hoi)e, increase 
the average income in India after some more decades, but 
during the period of transition, anything more than a very 
moderate jn'otcction will tax the slender resources of the Indian 
purchaser. Hence the repeated demand before the Fiscal Com¬ 
mission for a “jtulicions, gradual and moderate protection.” 
It was an indu.strial rej»resenlative of llombaj- who asserted 
before the Fiscal Comnii.s.sion that “India is a poor country, and 
I not in favour of high tariffs which a rich country like 
America can indulge in with imimnity.” 


•T.aitssig Aspi'fls of the Tariff Qiieslioii, chapter 1 ; and c/. 
Gallatin’s Meiaorial in Stale papers and speeches on the Tariff. 
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Among consumers taken as a body, there is one class with 
a fairly high traditional standard of living which has derived 
little advantage from the economic 
Inniiciice of proti-c- changes of the last twenty or thirty 

romtitiSi o^ourndiwle investigations, toh, 

class. official and private, have familiariscd.-us 

with the fact that the middle classes 
' have been hard liit by the continuous rise of prices, and have 
consequently failed to show any signs of marked iniproveiucnt 
in their economic condition. They have inherited the doubtful 
blessing of a traditional and conqiarativcly high standard of 
living which includes the use of a considerable niuuber of 
imported articles, and they have striven with fair success to keep 
up the .standard. The latest witness to their declining fortunes 
was the ConintiUce op Indian [v.xchauge; and Currency. The pro¬ 
cess of the adjustment of wages to a ri.sing level of I'rices has 
been .slow enough, but the middle class is still awaiting the 
indefinite process of any adjustment of its income. There is 
no doubt that this chess will Ire the greatest sttffcrcr with any 
rise of prices due to proiection. 

Nor is a mcmlx;r of this class in any position to turn to very 
good account such oiiportunitics for employment as the protec¬ 
tionist regime is likely to offer. In the competition for the new 
directive and supervising jobs he has formidable rivals among 
the class of skilled artisans who possess those hereditary 
iastincts for taking a prominent part in industrial transactions 
which heredity has denied to him ; consequently his will be 
in the main the clerical task,'as usual, llis rising expenses 
liavc drained him of his scanty means and, thus, he cannot 
benefit in any material degree by the now pos.sibilities of in¬ 
vestment which an industrial development under the auspices 
of protection might open up. ' 


A clearer perception of the nature, extent and duration 



Sg 


of the burden imi)osed on the consumer by protectionist 

measures can be attained by a con- 
Statistios of the sideration of statistical studies of prices 
infliienee of protection in countries like America. That coun- 
oii prices. might bo regarded as the world’s 

lalxjratory for tariff experiments, and 
Prof. Tausssig, formerly the Pre.sident of the American Tariff 
Commi.ssion, has published a nnndter of such enlightening 
studies. He asserts with justification that in the case of the 
American iron industry the object of protection to young in¬ 
dustries seems to have been attained. He then proceeds to 
calculate the sacrifice whicli had to be made in order to attain 
this success. He finds that for twenty-five years after the 
beginning of the manufacture in America the local price ranged 
higher than the British as a result of the duty. “During 
many of the years l)etwcen 1S70 and 1895 imtwrts of steel rails, 
w’erc eoasidcrable, showing that the domestic price was higher ^ 
than the foreign price by the fidl amount of the duty. During ■ 
other years of this period imi)orts ceased ; but domestic prices, 
though not higher by the full amount of the duty, were still 
considerably higher. Tliroughout the cpiarter century the pro¬ 
tective duty raised the price of total supply whether imported 
or domestic.’’ It must be noted that this was a specially 
favourable case of the application of inotcetion to a nascent 
industry. The resources of raw material for the industry at 
the disi)o.sai of America are unirpie ; so are the rc,sources of 
capital, basiuess leadership and mechanicaJ ingenuity. It was 
eminently a case of an industry in which the Daw of Increas¬ 
ing Return was fully applicaWe, and it can be argued that 
wherever this law applies, the rise of price due to a protective 
tax is particularly small. Nevertheless, we find that in spite 
of all these favourable circumstances, America had to pay a 
heavy price for quarter of a century before the acquisition of the 
industry was completed. In other indiustrics for which the 
country enjoyed fewer facilities the price to be paid was pro- 



portionatdy greater. Thus, as regards the protective duty on 
sugar “we could say with confidence that from 1897 to 1913 
the price of sugar uns raised, the country over, by the full 
amount of the duty.’’ Again as regards the protective duty 
on wool, “the conclusion would seem warranted that the whole 
.supply, domestic as well as foreign, was raised in i)ricc by the 
full amount of the duty.” We thus come to sec that while 
America succeeded in several instances in helping its infant 
industries forward by the instrumentality of protection, she had 
a stiff inicc to pay, in spite of the unusually great ])roductive 
resources at her disposal. 

The analy.sis of the effects of protection on the trade of 
India has been carried out by the Fi.scal Connni.ssion ; hut it 
might be a little further develoi)ed here. 

Effect of protection Taking the import trade to start with, 
rmport'trailc^**'*'^^ miffl't .study the influence of protec¬ 

tion upon it, and this is best done by 
clas.sifying the scries of effects acewding to the periods of time 
under consideration. It has been emphasised before this, tint 
in the field of fiscal policy the mixing up of long period and 
short i)eriod effects is a common .source of fallacies. When 
we look to the effects of ]irotcction upon our import 
trade in the immediate future, we have to bear in mind 
that there are two influences of oppo.site and conflicting 
character to bo taken into account. In the first place, the 
imposition of protectionist duty must re.strict imports to a cer¬ 
tain extent—the more so, as the middle class which consumes 
them so largely at present will feel the .strain of the rise in 
cost of living consequent up6n the introduction of protection. 
On the other hand, we shall have a force working in the 
opposite direction and tending to increase the volume of 
imiiorts ; a great deal of machinery and technical apparatus 
will be imixrrted for the use of the industries started under the 
protectionist regime. It has been noted that when protection 
was introduced into Kussia the imirart trade consisted pre- 
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dominantly of the necessary materials and m.achiiiery for the 
new industrial concerns that had been starte<l.* In the course 
of i)crhaps a few decades this striani of iniports in general 
will begin to slacken. If we care to look fnrllvr decades ahead, 
and to assume that industrial develoiniient has been rapidly, 
widely and successfully imshcd forward, we might find the 
volume of imports increasing as the result of a prosperity based 
upon the maturity of our manufactures. Attention might be 
drawn here to a potential increase of another item of our imports 
as a consequence of the introduction of protection. If a wise 
policy is followed as regards freely admitting foreign capital, 
our exchanges might be .strengthened by the increased flow of 
such foreign resources in our direction—it being noted that not 
all the capital moving our way would enter India in the shape 
of plant, material or ecpiipmcut of industry. 

We might next laoceed to examine the innueiice of 
lirotection on our export trade. In tlie immediate future, our 
exiKirt trade is not like to be affected by the tariff; but, 
looking a little ahead, we .shall find several inlluences tending 
towards the diminution of that trade. In the lirsl place, the , 
rise of cost of production and of price levels in the country j 
which would be brought about by jirotection will tend to i 
reduce our exports, 'flic reduction of imports to start with > 
will mean a favourable balance of trade in the very first stage 
of the introduction of i>rotection. 'fhat means of course- a ; 
higher price level and a consequent reduction of exjiorts. , 
Another influence also will be acting to reduce our exports, j 
Our foreign customers must buy less of our agricultural and f 
other exports from us when they have been hindered by our* 
tariffs from selling their goods to us as licfore. Instances can be ■ 
cited of countries like Krance which have seen their agricultural 
exports reduced or become .stagniuit after they have entered on 
the paths of protection to indu.stries. It can of course lie 


*SeImioller, of- cU., Vol. 11. p. 625, 




argued that, after a long period to come, and when the manufac¬ 
ture .started under protection have come into maturity, a 
stimuhi.s might be given to the export trade of India, since the 
protlucts of the new industries will have begun to be exiwrteil. 
It will however take a long time to' reach such a ]iosition, 
Ix'cause as we have .seen the i)criod of the infancy of industries 
tends to be prolonged with the growth of the scale and the 
complexity of industry. 

It remains to consi<ler the influence of the introduction of 
protection on the balance of trade of the country. During the 
first phase suiicrveiiing on the introiluction of protection, the 
balance of trade tends to lx* favourable excepting so far as 
the imi)orts of machinery and teehnical apparatus will increase 
largely. If a longer peri(Kl is considered we shad find both 
our imimrts and exports being reduced ; though we have the 
satijifaction of knowing that the inelastic nature of the demand’ 
for some of our exports will counteract this tendency to .some 
extent as regards our exports, tiome reduction of onr trade both 
on the import and e.\port side might thus be anticipated as one 
of the effects of iirotcction. It has also been argued that pro¬ 
tection is likely to affect not only .size of our balance of trade 
but its stability. The reduction of exports and imports implies 
the diminution of the items of trade on lx)th side;;; consequently, 
as has iKien pointed out, any disturbing factor is more likely to 
tell on the balance of trade. In manipulating our fiscal imlicy 
our tariff-makers will have to foresee and to try minimise the 
likely effects of protection Ixitli on our balance of trade and on 
its stability. 

The opinion that the inauguration of protection is likely 
: to have an unfavourable influence on the total volume of the 
[foreign trade of India was supported bj’ a large number of 
'witncs.scs who appeared before the Indian Fiscal Commission. 
|}50, Prof. Jeyons argued that both the exports and imports of 
lindia would be smaller but tliat the development of internal 
^rade would compensate for the loss of foreign trade. The 
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effect of imposing high import duties will at first be to 
increase the favourable balance of trade by reducing imports. 
“That will lend to create a higher price level in India and 
through the operation of that higher itriee level you will get 
your exports cut down and you can establish your balance of 
trade agiiin.” 

A similar view wan propounded by Prof. R. M. Joshi, to 
the effect that iirotcclion was likely to reduce the total volume 
of India’s foreign trade as well as to affect adverse^ our 
usually favourable balance of trade. “The large favourable 
balance of trade which India normally enjoys might be seriously 
dimini.shed. Tlie working of the gold exchange .standard, 
which depends upon a large favourable balance of trade, might 
thereby be endangered. But as I have no love for the gold 
exchange .standard, I shall only be happy if circumstances 
compel the replacement of the gold exchange .standard by a 
strict gold .standard.” It might be pertinent to ask, however, 
how we can secure the laisis of a .strict gold standard in the 
absence of a favourable balance of trade ; this, however, is a 
side-issue. 

The experience of other ])roteetionist countries might afford 
some useful guidance for economic anticii)ations in the case of 
a protectionist India, tlenerally speaking unless a country is 
peculiarly favoured as regards natural resources, and industrial 
ciipacity, some slackening of the fweigii trade of a country is to 
be exix;cted for some years after the introduction of protection. 
Kven in the case of Germany the introduction of protection 
reduced the imirorts very tangibly for some time, while the 
Gennau cxiwrt trade did not make so much progress as was 
expected by the advocates of protection. Schaflle thus summed 
up the results of a decade of protection : “The l>cst that can bo 
fai(l is that our foreign trade including that in manufactures, 
has neither in import nor export stood .still, but this fact must 
not as a matter of course, if at all, be claimed to the credit 
of the system of high protection. The transit trade and the 
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cntnmissioii tra<le in corn, timber, and colonial Roods have 
unqncslionably, and in part irremediably, snlTered, and with 
them the railway returns. Indn.stry has on the whole prospered 
in a gratifyiiiR measure but .so it did duriiiR the fourteen years 
of free-trade prior to It appea-ed as if Germany “was 

about to lo.se a Rreat pari of her tolerably stable export trade.” 
These wcll-Rrouiided fears were set at rest by a series of com- 
mcrci.'il treaties inauRurated by Count Von Caprivi. Schmoller 
calls these treaties and the resultant lowcriiiR of protectionist, 
barriers “an act of sfdvation” for the export trade of Germany. 
The author of these treaties vindieated them by asiiertiiiR that 
the lowcrinR of ])rotcetionist duties was neeessary if the exiiort 
trade of Gcrm.aiiy was to improve, “It is not ” he arRUed “a 
question of Free-Trade or Protection. 'I'hesc are doRnias and 

the battle-cry of parties, which do not apidy to the situation. 

It was neces.sary by mttuis of cu.stonis treaties to extend 

Germany’s markets abroad for her exports.Germany must 

cither export wares or men.” Thus the experience of the first 
deeade of iiroteetiou ii. llu' ease of Germany was that protection, 
unless it is moderate and judieious, handicaps the Rrowlh of 
foreiRii trade. “'I'he true verdict upon the tariffs of 1879, 1885, 
and 1S87 is contained in the simple fact that the welfare of 
German industry required in 1892 that the protective barriers 
should be lowered.” 

The policy of IurIi protection affected advcr.scly the foreign 
trade of France for several decades; economic historians whether 
of the free-trade or of the i>roteclionist school agree in attri¬ 
buting the comparative stagnation of the French export trade 
to the influence of a heavy tariff. Nobody will accuse 
,Schmollcr of any animus again.st protection, lie .sums uti the 
situation in F'raiicc by saying that “protection has not destroyed 
the foreign trade of France, but it has certainly not helped it 

} ~ . 

_*Cf. Dawson, Prolection in Gc.many n. 105 and Schmollcr op. cit, 
Vol. II. p. 635. 
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forward,” the imports and cxiwrts of manufactures remain 
almost stable during the protectionist epoch, 1892—iqoi, as 
compared with the preceding free-trade decade. Fn-iich manu¬ 
factures remained stagnant in the s;iinc epoch and then .shared 
only to a small extent in tlie world-wide progress. Anothcr 
aulhority on the same .subject. Prof. Meredith asse-rts that “the 
return to protection in Prance coincided with a marked slacken¬ 
ing in the expansion of th.nt country’s foreign trade and that 
this relative decline became more marked as the country 
plunged more deeply into protection.” For the most recent 
study on the subject we arc indebted to Dr. J. H. Claphjim. He 
shows that France was .successful in her object of becoming 
almost sclf-sHiiporting—at a price, “’riie price was paid in 
many w.ays. Part of it in rather stagnant exports; for the 
nation that will not buy, neither shall it sell”.* 

To trace the po.ssiblc effects of inotection on the foreign 
trade of a country is one of the most complicated tasks to which 
an economist can address hini.self. It is fortunate therefore, that 
we have the advantage of being able to refer to Sehmoller’s 
brilliant review of the iirogress of the foreign trade of Furopean 
countries under the protectionist regime. Ilis general view is 
that “naturally all free-trade jailicies afford a .stimulus to the ■ 
increase of foreign trade, while all protectionist policies have , 
the opposite tendency.” lint he emphasi.ses the view that 
foreign trade depends in its nature upon a number of causes of 
which fuscal policy is by no means the most important. In his 
opinion, protection has not been able to reduce the foreign trade 
of Genuany because that country is under the necessity of 
importing both food and raw material and because it mu.st 
export manufactures as well as ca])ital. Rus.sia and Aastria 
have increased their foreign commerce in spite of protection, 
because they had great powers of .agricultural export. Xor is 
the relatively stationary condition of the foreign trade of France 


•Claplinni op. cit. p. 1S3. 
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due exclusively to her protectionist policy. On similar grounds 
we have argued that the view so often strongly expressed as 
regards the adverse influence of protection on the volume of the 
forfcign trade of India has much to justify it ; and that heavy 
tariffs would certainly reduce both .the foreign trade of the 
country and the amount as well as the stability of our usually 
favourable balance of trade. 
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time was allorclcd to develop the new resource available in the 
shape of bamboo-pul]), the Indian paper-mills can not only held 
their own against foreign competion but eai; ultimately command 
a large ex|)ort trade. There is another consideration in favour 
c/f giving special assistance which should not be lost sight of. 
Haml)oo-i)ulp has a great advantage-over wo(Kl-])ulp, in the fact 
that the growth of trees for wood-pulp is slow, and it takes 
thirty or forty years to replace the trees which have been cut 
down; whereas bamljoos can be rei)roduced almost every year. 
Mxi)erinients carried on in Burma show that “with a four-year 
cropping, the bamboo in no way deteriorates. At the end of 
ten years there are more bamboos on the area than there were 
when they started cutting.” On the other hand a i)a])er factory 
using wood-pulp can be said to l)e “living on its capital from 
the stirt”, and is in need of a constant re-aiToresting policy. 
Air. Raitt, a liigh expert on the matter, has analy.sed tlie subject 
from the jioint of view of coni])arativc cost of production, and 
he considers that “there is every [irosiiect of Indian-made 
bamlax)-])!!!]) competing with the ira])orted imlp, not only in 
India but in e)lher Ivastcrn markets”. 

I,argc sums of money liave l)ec'n spent in valual)le experi¬ 
ments with bamboo-i)tdp in India. But the exi)eriments have 
been interrupted by dumping of temporarily cheai)er pulp from 
abroa<l. Protection is ncces.sary oidy for a .short i)criod to set 
the mills in a permanently advantageous position as regards 
foreign competition. To .say this is not to deny that great 
improvements are necessary in the organisation, c<iuii)mcnt and 
scale of our j)aper-mills. But no doubt onr pa])er and pajier- 
indp industry, seems to afford an unusually favourable field for 
the api)lication of the infant industries argument. 

It remains to explain why we regard pai)cr-maVing and 
pulp-manufacture as a special type among tlic infant industries 
of India. It is because it i.i entering on a period industrial 
transition and change of j)rocess; and economists of authority 
are, as we have seen, of oi)inion th.it any period of transition and 
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of great imlustrial change offers special advantageous opportu¬ 
nities for extending protection to infant industry. In the case 
of the iKiper industry hi India there is, to all appearance warrant 
for applying this ilietuin and for putting into iiractice the 
implied rcconiniendation. 

It is true that sei eral years ago, Prof. Lies Smith condemned 
our paper-mills for their unprogres.sive methods and for their 
Its remarkable pro- not having developed adequately in 
spite of the protection which they 
already enjoyed in the shape of government supiiort and 
custom. Since that time, however, the Indian paper-mills have 
made a very cn ditahle record during the war and might be said 
to have completely retrieved their ])0.sition. “Ily the aid of the 
Indian Mills, the armies in India, in Mesopotamia and to .sonic 
extent Pgj’pt have been kept siipidied with paiier and fonns; 
the wants of the civil administration in India and in some of the 
further Iva.st colonies have been met, and though the private 
purchaser in this country had had his difficulty, all essential 
publications have been maintained without break.” The Indian 
mills have been accused of making large profits, “but it must 
be renienilx.'reil that most of the ordinary .sorts of paper in 
Ivngland have cost eonsumers from half as much again to double 
the price at which they have been procurable in India.” Again 
during the war the Indian Paper Mills have undertaken the 
manufacture of special kinds of paiier which had been formerly 
imported. Kinally their higher iirofits during the war has 
furnished them with resources for materially improving their 
equipment.* 

lint, although, we .see an umroubtcdly strong case both for 
transport and other concessions as well as for tariff help, we also 
meet with some of those jiractical diffienlties which prove so 
jierplexing Irath to the student of economics and even more to 
the conscientious legislator. 'I'he' publishing tr ade is full of 
*Cf. Indian Munition Hoaid's llaiui-hook, p[>. 253--^ 53 - 



apprehensions as regards the possibilties of tariff help to the 
paper-making industry. It is pointed out that printed books 
are admitted, and indeed must be admitledt into the country free 
of dut.v, while at the .same time the local iiroduction of books 
would he handicapi)cd if the price of jiaper rose as the result of 
protection to the paper industry. Apart from the interest of the 
publishing trade the claims of i)ublic intelligence and education 
cannot be .safely or rightly ignored. This undoubtedly great 
conflict of intcrc.sts strengthens our conclusion that only a 
moderate protection should be added to any other concessions 
claimed by tlie paper industrj’. 

The factors affecting the claim of the Indian paper indn.stry 
to protection might he ri-capitulated. Tlial industry deserves 
well of the country in that it has not Ik-cii content to hdlow 
the old and conservative methods, but has made a serious effort 
to avail it.self of the promising and novel .source of raw material 
which our country can supply. The result of this is, in the 
opinion of experts, a certain and considerable rednetion in the 
cost of production of the Indian article below that of its rivals. 
The ixtssession of .such a unique raw material is in itself a 
great comparative advantage for the local indiestry. liven 
apart from that new development, the indastry has In-eii making 
good its position. As Itlr. Barbour observes in a recent article 
on this subject, India was at a disadvant.age in the matter of the 
utilization of wood-pulp. "Wood-pulp has proved the dire 
enemy of the Indian paper maker. Yet he himself makes use 
of it as it combines to advantage with grass fibres in paper. lie 
can with its aid .speed up production and by ’ncn-a.sed outturn 
diminish his general ovc-rhead costs per ton of paper made. lie 
has thus as it were, drawn .strength from his enemy.”* He has 
also, it might be added made a creditable attempt to bring jnto 
existence subsidiary and parajlel industries like the opening up 
of the deposits of Kaolin and the manufacture of caustic soda 

•Journal of Indian Industries and Labour, Nov. iy2t, l>. 449. 
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and bleach. The local industry while making; thi.s inogrcss has 
been cx|)o.scd to a long; course of dlliiiping from foreign countries, 
nor docs the future bear the promise of any mitigation in this 
resjjcct. CoiKscqucntly, the industry can .show a t’lima jade 
case for protection. At the .same time, it has to be said that 
import duties are not the only, nor cvdi the most important, 
kind of assistance that the imlustry stands in need of. It has 
also demanded “an improvement in the provision of raihv.ay 
transport and favourabh’ treatment in regard to railway rates’’— 
a claim which reipiires careful investigation. Nor, of cour.se, 
can any such assistance absohaf the paper industry from making 
further needful efforts to lower its cost of production. Thus, 
the Canadian Trade Commissioner has ))ointed out that in India 
“the four largest mills proditce only o6 tons per day between 
them and tlie largest and the most modern mill jiroduccd in 
1013 only 33 tons per day.” An increase in the size and turnout 
of mills and the scale of iiroduction is obviously very 
necessary as also improi'einent in (lUality and durability. Sucli 
inii>rovemcnts will go far to meet the objections of the printing 
trade. 

The chemical industries present another special type of 
infant industry which ix)s.ses.ics important peculiarities. Several 
The Clieinical Indus- indu.stries of that group are what 
arc called key industries and basic 
industries, while, further all these industries are inter-related !u 
a most complicated manner, 'riius, cheap sulphuric acid is not 
only imi)ortant to industry but to agriculture, as it form the 
basis of many chemical manures^ while Alkali industry forms 
the basis of the manufacture of soap and glycerine. Now, as 
originally formulated, the infant indu.stry argument was applied 
oiils to manufactures of a finished character only, lint further 
thought and experience have led J.o the extension of the argu¬ 
ment to industries producing raw materials. Thus, Prof. Taussig 
observes that “so far as this special argument for protection is 
concerned there may be sometimes as good reason for duties 
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on raw materials as on manufactures.” There can be no doubt 
that jrovernmeut assistance of different kinds should be afforded 
to chemical industries, but as Sir P. C. Roy observes, ‘‘each 
manufacture wilt pre.scnt a case ivliich would have to be judRcd 
in co-relation with other manufacture's to Ret at the real solution 
of improviuR the existiuR condition.” 'I'liere are .special com- 
idit'-ations in the matter of framing a tariff for chemical industries, 
because of two factors which iirevail 
iarifr!}ii'chom>als,^ * ffouii—so many of the chemicals 

are joint products and again .some of 
them are the raw materials of numerous industries. In the case 
of the latter therefore the protection accorded in the .shape of 
import duties should be in itself verj’’ moderate though it should 
be .supplemented by assistance of another .sort; otherwise 
the protection might stultify and make of no effect 
protection given to other industries. There is also the necessity 
of making a survey of our chemical resources before determining 
the exact rates of ])rotection. Thus ])r. Sudborough and 
Simonseii have, for iiustance, exprc.s.scd the view that ‘‘the 
amounts of tar availaldc in India under present conditions arc 
quite insufficient to start a large coal-tar industry”. ,Sucli 
conditions of supply .diould be fully examined before the exact 
character of the ))r<)tection to be afforded is decided in each 
case. 

It is obvious that the infant chemical industry of India has 
its full .share of initial difficulties. Its foreign rivals have the 
advantage of a great demand close at home. They also com¬ 
mand better transimrt facilities, while the Indian chemieal 
industries have to draw their raw materials from great distances. 
The growth of .subsidiarj' industries in other countries is also 
very favourable to the foreign rivals. Then again, in s<jmc vases 
the raw material resources hpvc not been developed as yet in 
India. Thus at present we deiiend on the imports of raw 
.sulphur for the manufacture of our .sulphuric acid. Some other 
countries like Great Britain manufacture the acid from Pyrites 
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imported from Norway and fijiain, but India lias no facilities for 
direct imiiortatiou ffom these conntries. However, Sir P. C. 
Roy hopes that onr abinidant lower grade ores of Pyrites might 
be turned to account after suitable experiments. 

We might be safely guided bv tlie views of eminent cxi)erts, 
like vSir P. C. Roy, who arc of opinion that while in several 
directions in the case of chemical industries, protective tariffs will 
be usi'ful, loo much leliance should not be placed on them and 
other measures should also be employed to assist the devcloi)- 
ment. As ,Sir Prafulla ptil it “the saving of a few per cents, by 
way of tariff-protection is very good, but cannot accomplish any¬ 
thing worth saying in the industries I feel keenly about.” He 
insisted that the government should give every varicly of 
assislance to the attempts, say, to chcaiien sulphuric acid. Chcai> 
acid will enable India to utilise its coal belter by recovering the 
bye-products and it is not inconceivable that the whole range of 
tar-products might be open to us. The main instrumentalities 
which the .state can employ are .snb.si<lies and guarantees to 
firms, chcaiicr railway freights and facilities as to leases. “A 
state-guaranteed or .subsidised company situated in the vast fields 
of Jharia or still belter in the recently discovered Talchar coal 
fields of ()ris.sii with a .si)nr running to the sea-coa.st for the 
manufaclnrc of Urine and Alkali therefrom, thus making a 
chain of sulphuric acid tar products, idkali, would be quite a 
fca.sible ]>roject—provided the didiculties of leases and railway 
freights are smoothed over by the state.” .Such is the Ixjld 
scheme of our foremost chemist. 

His reasoning is .supiiorfed’as reg.irds heavy chemicals by 
other chcmi.sts. Thus, Jlr. Alcoek told the commission that the 
clyef centres of heavy chemical industries in Mngland enjoyed 
the great natural advantage that liny could draw their supplies 
of raw materials from a very small radius, and the same applies 
to the sale of their products and shipment for extiort. 'I'his 
advantage could be countervailed by having subsidised railway 
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nitcs in India on raw nialcrial for tlic key-clieniical industries. 
Tile Indian eheinical industries arc under a liandicai) because of 
the long freightage to bring our raw materials to centres where 
nwnnfaetnres can find a market for the disposal of their pro- 
dnefs. In fact, the raw materials which are necessary for the 
heavy chemical industry arc scattered all over the country. 
Of course care should be taken in granting such subsidised rates, 
not to give undescr\-ed assistance to badly situated establish¬ 
ments. liach manufacturer should have to prove to a technical 
commiltee that he was reasonably entitled to such assistance. 

Hxpert ojiinion before the bisc.al Commission emphasised 
that many branches of the Chemical industry were essential 
for the national security and of substantial importance to the 
economic jirosiierity of India. Thus, the manufacture of alkalis, 
nitrates, chlorine and of nitric and sidpliuric acids; the isola¬ 
tion of aromatic hydro-carlxms for the manufacture of explosives 
and the production of synthetic dyes woidd all have to be en¬ 
couraged at some stage of the country’s progress by the various 
means at the disposal of the state. This, of course, does not 
imply that protection should be atouce extended to all chemical 
industries ; since it is most important to maintain a proper 
perspective in chemical development and progress. But, owing 
to the fact that the manufacture of heavy chemicals, chemical 
dyes etc. have been carried to a high iiitch of perfection abroad 
state-help to our chemical industries is essential in some form and 
at some stage. In the case of incipient industrie.’i subsidies would 
be the most suitable method of assistance. But, above all, and 
even more than in the case of other industries any .protection 
extended to chemical industries must be preceded by preliminary 
e.xpert ini’csligation of resources as well as potentialities; and, 
further, any future chemical tariff must be constantly regulatgd, 
supervised and altered under expert guidance. 

Another infant industry of a basic character is the steel 
industry. The depression in tnc iron and steel industry is such 
that one need not be sunirised that claims have been 



105 


init foru-ard in ovciy oonntry fur some measure of ino- 
lection. About loio. ilic imliistry bad readied its liiKli-water 
mark ; l.ut since llun t!ie prodnelion bejpm (o be imiirofilable and 
in igai conditions became alarmiiiK in tbe liadiii};' niamifactiirinK 
countries. Demand fell faster even Ibaii tirodiietion, witli tbe 
result that eompetition in exiieit irade became keener and 
keener. These phenomena were aceonipatiicd by a fall of 
prices. 'I'he fall of prices in ]o.u was continuous and was 
facilitated in the ease of (Ireat Hritain and America by the 
reduction in the cost of fuel and by the adjustment of wases to 
the new eonditions throusb the m.iehinery of slidin.tc scales. In 
these circunislances it was natural that the steel manufactures of 
India .should ask for a certain miasure of protection iven of a 
temiiorary character. In fact, the situation on which the 
demand for protection was in itself more or less of a temiiorary 
character. In the llrst place, larfie quantities of cheap battle 
scrap were as ihey showed beiuj; used in llelKian and Krench 
furnaces. i\fiain, they conhl ])oint to the factories erected 
during the war as to the increased steel capacity of all the pro¬ 
ducing countries. This situation taken together w'di a fall in 
the home jirices was a sure temptation to dumping. It was also 
alleged that countries like llclgium were giving bounties for 
every ton of steel c.vported. ’I'he e.\'am])le of other countries 
like America, Japan and Krance which bad increased duties on 
imports of iron and steel was cited, h'or example, it was alleged 
that in Japan the duty had been rai.sed to lo per cent, on Tig- 
iron. 

In stud.ying this industry for tarid pun>oscs we have to 

consider in the first instance what natural advantages it ixi.sscsscs. 

The basis of all progress in tbe indu.stry 

Natnral ndMuUiigos be the possession of adequate and 

anil ilisailv.'iiitii.ges of suitable supplies of raw materials, 
tin- Iiuli.in Steel • ' ‘ 

Iniliistry. India is very fortunate in possessing 

siqiplies of iron ore adequate for any 
probable increase of the present .scale of maniifactiirc in the 
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country. There is controversy as resianls the exact amount 
of the available supi>ly and there is p very wide diverg¬ 
ence of opinion hitwccn geologists on this point; bnt 
ifo one donbls that we have ore enough to serve as 
the basis of a iniich larger scale of' ])rodiielion for a very long 
time. What is more, the ores is of very high quality, a gcxitl 
de.'il of it reaching a standard of 6o per cent, while in other 
countries the ore is worked as low as eS per cent. It wonld 
be ilillicnlt to exaggerate the imiiorlancc of this advantage. As 
a great authority on the iron induslrj' has argued the iron ore 
problem is by far the mo.st imiiortant, “first, bccau.se there is a 
innch less ami)le siii)ply of good iron ores than of good coal ; 
and next, becau.“o while ton of coal will usually siifllce for 
the ]>rodnction of a ton of pig iron, the average consumption of 
ore is over two tons, and in a g(K)d many eases, including onr 
own Cleveland district, bnxtinilmrg, Alsace, and Alabama ((^S.) 
approaches, and even exceeds, tons.”* lids has to be 
remembered as an eiu-onraging c'onsideration, the more .so that 
We are not so fortunately circumstanced as regards our coai- -a 
matter which will be discnssi-d a little later, .Xnother great 
advantage which we possess in one department of the iudiistiy 
—the production of pig-iron- is that we have got a great supply 
of cheap unskilled labour. Coming .again to raw materials wc 
find that we have large supiilies of limestones but they arcf not 
close to the works. 'I’liere is .also a complaint that our limestone 
contains a less quantity of CaO than that .jf America, “the 
increased co.st of calcining lime and the e.xcess con.sumption is 
due to e.xcc.-.s acid in the raw stone in this country and then wc 
also have to calcine with a coal of inferior quality at higher 
cost.” Thus neither the (piality nor the location of the lime¬ 
stone supply can be said to be very satisfactorj-. Indeed, of,late 
the (inality of limestone .and cjolomite showed marked deteriora¬ 
tion, but that was probably accounted for on other grounds. 


*Je.ins, Iron Tnsclc, p. lo. 
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The In<ltistrial Coiinnishioii had expressed a doubt as regards 
tile siifliciency of the siiiiplies of Rood cokiiifr coal in India; 
further there is the opinion hazarded by the Imperial Mineral 
Resources Ihireau that with the present rate of increase in 
extraction the known resources of 3,000 iniliion tons of cokinjj 
coal might be exhausted in forty years. These bars are very 
likely exaggerated. Ivo doubt, Indian coal contains a higher 
percentage of ash, and a great deal of it is non-coking coal, .sio 
far our circumstances arc lc.ss favourable than those of other 
countries. Kortunately however, this factor is balanced to .some 
extent by the fact of the clo.se proximity of our de]>osils of coal 
to those of the ore. Afoveover experiments are being carried 
on in mail}' countries for removing the ash from the coal by 
wa.shing or mechanical seiiaration. Germany which has been 
Starved for fuel is also working in the direction of fuel 
economy. “Interi'sting experiments in low temiK-ratnre carlioni- 
sation arc being carried out by Mr. Ford, at iireseiit in .America. 
If the process in successful it may alter tlie wliole position as to 
the use of inferior coal in India.” Thus though we must admit 
that we arc up against a natural disadvantage at this particular 
l>oint, wc have the hope that after all it might turn out to be of 
a temporary and removable charaeler. 

As the .sources of demand for the products constitutes a 
most important factor in the success of national industries we 
might glance at the present and poteiilial market for steel in 
India. It could be .said that our market in India is a grouing 
one, and no doubt will ultimately form a very large market; 
still, just at present it cannot be a.s.serted with accuracy that 
a country which consumes only about 700,000 tons annually 
forms a large market in any sense. In the great western 
cojpntries the three leading heads of demand for steel are con¬ 
stituted by .shipbuilding, railways and structural re<piireinents. 
In India the first source of demand is eonsi>icuous by its 
absence, while the structural use of steel is at present on a very 
limited scale. No doubt, however, there is a very promising 



field in the future for structural steel, when more steel will he 
used in urban hiiildiuKS and when the rytjt will largely extend 
his use of galvanised steel for domestic construction. Again, in 
the distant future, the tmtential use of licttcr agrieultural 
ini)ileinents and the extension of inigatiou will also enlarge its 
market. So also will the growth of the lingineering industries. 
All this however requires some decades. The railway demand 
will of course depend at any time on the rate at whieh railway 
development is pu.shcd on. A moderate .sized market, such, as 
ue can command at present, will not afford very great scope for 
those economics of standardisation and specialisation oii which 
a dominant steel indn.stry of the modern type dejreuds. 

;\mong the disiidvantages under whieh the industry is 
labouring at present might be mentioned the absence of any 
rcsen’c of skilled labour comiiarablc to lho.se at the command 
of steel industries in other countries. At present “if a skilled 
man leaves us or is incapacitated, it takes six months and a large 
snni of money to replace him.” ,Skilled and cosily foreign 
labour has to be employed on special terms, at the same time 
that the corresponding qnalivy of Indian labour is being trained 
ni)- a cumulative disadvantage. Moreover, such labour as wo 
jrossess is not thoroughly domiciled. Climatic caiuscs further 
account for the imperfect continuity of labour’s services. “In 
other countries a man stands up with his face right up to the 
furnace all the year round, but here he cannot stand it for more 
than seven months. For the other months it is absolutely 
impossible for him to do it.” How long this disadvantiige will 
last is a matter of si)eculation. Our great steel manufacturers 
believe that “within fifteen years the practical disadvantages in 
cost would disapiicar.” If might be that they are too optimistic. 
At any rate at present "our ^lifficulties are chiefly caused by 
actual physical difficulties with the furnaces and the high co.st of 
labour.” Then again we have to imitort a number of materials 
from foreign countries. 



109 


It is rciuarkable Imwcvcr that the chief difllcnltics of an 
infant steel imhistry in our clays remain insiilliciently emphasised. 
Older foreign industries enjoy cnonnons advantages resulting 
from the progres-sivc staudarclisafion of j)roduets, the utili.salion 
of byo-prodnets, and the specialisation of particular establish¬ 
ments in certain branches of industry. J)r. ^Marshall thus 
illustrates the advantages of the enormous scale of pro- 
duetion in America and Germany. “The metal can pass 
through many stages without ever getting cold; wa.ste 
gases can be used to generate horsepower to be applied directly, 
or through electricity ; and high chemical and other technical 
skill can lind large scope in the supreme direction of many 
massive proce.s.ses. Rolling mills, engine' sho])S, etc., can often 
lind occupation in slack times by enlarging and repairing their 
own plant, .and that of the furnaces, and above all of the mines, 
and rails w plates, tvhich hapijcn to have been made unmarket¬ 
able by slight flaws, can yet be turned to ac'eounl in jiosts of nc) 
gre.at resiwnsibility al)out the mines, (he furnaces, etc.” 
Such are some of the advantages which an enlargement of the 
unit in the steel industry has brought in its train in other 
countries already, but indeed even greater economies are being 
cxi)eclcd from consolidation of the industry in future. \Vc have 
the pronouncement of herd Funie.ss that in amalgamation lies 
the chief line of ssifety for the Ikitish .Steel Industry. Nor are 
the advantages of large scale management yet e.'diausted. As 
organised competition from the I’uited St.ates, German}’, France 
and Belgium is increasing, the British iron- masters .also arc 
awakening to the possibilities of imiwoved commercial organisa¬ 
tion for exi)ort. When we compare or rather contrast such a 
vast scale of commercial or,gani.sntion, industrial enterprise, 
labour i)owcr and command of material which form the might 
of "the foreign industry, with our own weakness in every one 
of these respects, we come to tlic conclusion that although our 
disadvantages are removable, that consummation will take not 
only strenuous efforts but a long period of time. 



Among: the disadvantages of the local industry as presented 
by its representatives one at least appears to be over-emphasised, 
at least from the comparative pennt of view;, The dislocation of 
railway ser\'iccs was asserted to be one of the main difficulties. 
Xo <lo;tht it is so, in a sense, but then that difficulty is imposing 
an c.|ual burden on the iron iudustrifs of all countries. Thus 
Mr. \\'. I,. King, Vice-President of the Jones and Kaughlin vStecl 
Company, Pittsburg, observed before the Forduey Committee: — 
“The chief elements tif Cf)st to the American manufacturer is 
the increased charge for transportation. Generally speahing, 
it has more than doubled since the tariff of n)og, but you will, 
perhaps, better understand the effect on our costs by^thc si>ecific 
statement that the cost of assembling the raw material per ton 
of steel in Pittsburg, aud shiiiping the steel to Xew York where 
We must meet foreign com])etitiou is $io per ton more than 
before the war.” Similarly the increased freight charges arc 
])rcssing heavily on the British Steel Industry. As the Fro- 
vonihl observed in its issue of 17th Februar>' 1933, “while the 


Selling price of steel is now only 35 per cent above the pre-war, 
railway rates still vary, from 60 per cent, to 300 per cent, almve 
their old level for steel, coal, etc.,” and further the burden of 
taxation is also very heavy. Mr. Peterson compared before the 
Tariff Board railways rates in India with ocean freights to India. 
In .Vnierica and indeed in every country, the same complaint is 
to be heard. Thus it was asserted before the American Com¬ 
mittee of Finance that while the railway freight per ton from 
Pittsburg to Xew York was over $7lJ the ocean rate from 
England to that centre was less than IsJj, while from Belgium 
or Germany to Xew York it was only $4/2. 

A comparative study of the costs of production at home and 
abroad must certaiidy form the true basis of any judicious tariff. 

But in this matter it is easy to cxpgct 

StecTVidusl'rv'* ftom the proceedings of Tariff 

Boards. Comparative cost is a highly 
complicated and even ambiguoits matter because much depends 
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■on how the accounts of iiulustrial firms are classified. A 
thorouKh study of costs would re(iuirc nmch more time and 
expense than is generally thought. .Vgain a fair portion of the 
evidence must needs he taken in camera and this causes gaps 
and hiatuses when the student conies to a compreliciisive study 
of the accounts imblishcd. Moreover, in the case of our own 
'I'ariff Hoards, there were hardly any normal figures to compare— 
every aspect of the steel industry was hopelessly abnormal 
whether at home or abroad. It is to tlio credit of our 'larifT 
Hoard, that in spite of these nnmerons iliflicultiis and com¬ 
plexities an honc.st and .strenuous effort was made to tackle the 
problem in the right spirit ; and the two or three sittings devoted 
to this analysis were rewarded by an amount of information on 
the topic, .such as is not u.suall.v garnered in the piocecdiiigs 
of foreign tariff committees. The contrast must jicrhajis he due 
to the fact that onr TarilT Hoard was as yet new to its work, 
ingenuous and nnso])histicateil, while in other countries the 
olTicial tariff entpiirers, with their much larger exi>iricnce have 
long since despaired of getting hold of any really vital and 
relevent facts. 


On the comiiarative side something was contiibuled by 
>rr. 'I'litwiler’s comparison of the pre-war costs of pro- 
slucing .steel in India and Aimrica. j’tiiiia fade it would 
s.im that it would have been much more relevent and useful to 
obtain and compare present day figures for both countries ; but 
the fluctuations and abnormal conditions of industry in these 
days would have stood in the way of utilising such ti.gures even 
were they available. A.s it is^ when we are studying the 
com])arisou as it was actually instituted, we must allow on the 
one hand for the great rise of wages in the TTiiited fitates and 
onithe other hand, for the economies which have been obtained 
of late years as the result of th^' great campaign for reducing 
the cost of i>rodnction. Allowing for the.se important new 
factors, the comiiarison of the pre-war costs instituted by Mr. 



Tutwilor is inkTcsliiiR as throwing light on onr comparative 
advantages and disadvantages in production. Onr limestone 
costs us more, and a liirgcr supply of it has to be 
utilised while it is deficient in some impo. tant qualities. Some 
of our imported materi.-ds further increased our costs, 
AX Idle our coal .also co.sts more tliail the American. We arc 
also at a disadvantage in the matter of moulds and stools, 
but our greatest disulx-aiitage is in the matter of lalHxur cost 
per unit of steel production, b'or one thing, covciiantcd labour 
has to be iiuixorted on higher Avages and better terms, 
Avhile the Indian hibour has also to be given attractive terms 
be.sieles a mouth’s leave cA-ery year. In America economy and 
efilcicnej’ of labour ha\’e been realuced to a science; the 
maximum efiiciency of inoduction is got out of laliour by a 
Avidely diffused applkation of the premium -system. America 
has also the advantage in po.sses.sing “a minimum ran,gc of 
-Standing charges; brought .about by eoncentratioii of elTort 
and policy on the ixrolilem of keeping AAsirks running full 
time,”. Those Avho desire to study .some of the merits of the 
American -sy.stem in steel Avorks might study Avith advantage 
^Ir. J. S. Jeans’s AVorks on the Iron Trade. 

As regards the potentialities and variations of the different 
elements of the cost of production of steel in India, much more 
information is rendered a\-ailable by the evidence prcsciittal 
before the Tariff Hoard. The rea.sons for the increasing cost 
of production have been earefully analy-sed. In the first place, 
sini'c the Av.ar there has lieeii a rise in the price of coal from 
Rs. 3-i,vo a ton to Rs. 9-2-0 a ton. 'file cost of “feeding 
materials” has Jliictuated considerably rising from 5.8 in 
1916-17 to 6..-1 in 1921-22 and then droppin.g to 4.15 in 1922-23. 
Kven more .serious is the fact that l.abour charges jx-T ton have 
increa.sed .substantially. It is not that the av’cMge AA'agcs have 
risen in many departments—rather they have fallen in many 
hranches of steel production. Hut, we have to employ more 



men per ton to get the outturn ; in other words we are not 
getting the same result from the work clone l>cr riil>ifii. One 
reason assigned for this state of things was tile fact that, in 
view of the extensions, more men are at present employed 
than ctfc strictly nccssary for the actual production ; Iiecause 
the incrcsised plant uill only come into oi)cration gradually 
and also hceausc until the staff is trained they cannot get the 
full outturn of the plant. It might he iioiuted out that from 
the comjrarative imiiit of view this handica]) is not so serious as 
it would prima fade appear. 'I'hus *Mr. lluck, viee-rresident of 
the Hcthlehcm Steel Comi)any, Pennsylvania, asserted K-fore the 
Tariff Committee of icj’i that while American steel was selling 
at 6t);j p. e. below the prices current in January, 1931 they 
were paying 54 per cent, more for labour than they did in 191.1, 
with the e.asts of the steel close to the value in 1913. The 
general importance of the wages bill in the cost of production 
of steel wiis al.so fidly brought out before that Committee ; 
“while the labour cost per ton naturally varies with the 
various products, yet it is conservative to siiy as a general 
statement, that not less than 85 p. e. of the total o s- of iron 
and steel products is labour.” 

The next item responsible for the increase in the cost of 
production of .steel is constituted bv the interest eimrges which 
have gone up by 538 p. e. between 19T6-17 and 1921-23. This 
is due partly to the depletion of the reserves which the 'i'ata 
Iron and .Steel Company possessed in the earlier >'ear. I'urther 
contributory factors are the need for iiierea.sed working capital 
and the increased rate of interest which has to be i)aid in onier 
to obtain this. An attempt was nc.ide to solve the difTieult 
problem of allocating the total intere'-t cliarge on the iron and 
steel produced ; and expert opinion was in far-our of ascribing 
a charge of Rs. 17-2 per ton of steel to the ho.ading of interest 
charges. 

On one who has not read mucli of the present day tariff 



literature this account of the rise of the local cost of pro¬ 
duction niisht easily i>ro(lucc a feeling of disappointment. 
Kven the able and well-informed President of the 'J'ariff Board 
Hircw out the suggestion that “in most respect during the last 
six ycitfS progress has been retrograde, the (juality of your 
materials has fallen off, and also the efficicney of yonr laljour 
as judged by the output i>cr man.” 'J'he suggestion was of 
course thrown out in order to provoke discussion, but it was 
also l)a.sed upon certain admissions, “Onr materials—coal and 
fei'ding materials—decreased in (luality during these years, we 
had to use 300 lbs. more coal ])er ton of ingot and co.rl 
rose from Ks. 4-13-0 a ton to Rs. S-n-o. If our coal deteriorates 
in (piality we cannot get the same ]>roduction as we would 
get with better coal, that means more feeding materials.” vSuch 
statements are certainly not of an cneonragiug character. 
Fortunately, there are other considerations, on the opposite sick; 
He who would jiroperly judge the present condition of our 
industiy, should have some idea of the general history of iron 
trade ami of the extraordinary fluctuations of prices, costs and 
profits which have always been .so prominent in the industry. 
Profits in the industry have varical largelj’ from year to year in 
every country. As Mr. Jeans observes, “it is very surprising how 
long a busiue-s nia_\' be carried on without making any dis¬ 
tribution of prolits. In our own country ca.ses are not unknown 
wliere no dividends have been paid for fifty years.” In the 
United States steel industrv, the fluctuation of profits and costs 
has always been very marked. 'I'lius, between iKpo and igoo 
the average cost of production for pig iron has varied from a 
minimum of 38.1-. to a maximum of 6<S.v. In the single >’ear 
1001 the cost of steel rails varied from SO'-. to io4.<.” But 
apart from these considerations, .suggested by the history of iron 
trade, there are other factors to be taken into account. 10 has 
been suggested that in the*ca,se of the Tata Iron and Steel 
Industiy “the rexluction in the working cost in the next few 
years will depend not only on the efficiency of the new plant 



but also on the increased efficiency of the existing plant. It 
is hoped that a return might be made to the efficiency of the 
old plant in the next •few years.” 'I'liere is no doubt that uc 
should make a great elloit to reduce our increased co.sts ; and 
nothing is se) favourable to such an effort as a period of ilei)re.s- 
sion like the prcsimt. Tims, the great economies effected in 
the .\merican titeel Indtistry at the end of the last century 
were mostly earrii'd out in the period of dci)ression from i8()i 
to i8g,v The prv,sent slump al.:o has witnessed great cam¬ 
paigns ill other countries to reduce costs. In Ivngland, in 1 ^ 23 , 
a steady and continuous effort was niaile in this direction with 
the result that the selling price of steel vvas bronghl to only 
.>5 p. c. abo\'e the pre-war level. “'I'he sacrifice of the workers 
is .sufficiently indicated by the fact that the average wage has 
been reduced from /J5 7s. iid. ))er week in ro.'o to Xir 17s. 8d. 
in l<) 32 .”' (Icrmany has made innKatant advances and re¬ 
searches in fuel economy. We are sure that fired by these 
examples, our own steel proilncer will not remain behind in 
the vital task of reduction of costs. 

An exact analysis of the esist is rendered si>ecially difficult 
in this )iarticular case because we h.ive to anticii)ate the 
effects to be produced in our costs by the projected extensions of 
steel works. This effect is e.\|)ected be m) marked .as to have 
Cidled forth a rather eniidiatic obser\ation from Jfr. I’eter.son : 
“If the greater c.vtensions li.id not been ericUd the ca-'C for pro¬ 
tection would be very much weaker, and it is really on the 
strength of the increa.sed production that we are asking for pro 
lection.” We arc told further, that the new plant would be in 
full operation within six months and then the costs will come 
down. However, anticipations can onl\' to a limited extent take 
the ii^fice of carefidly estimated figures. It was admitted that the 
figures of Ks. iSfi per ton of steel placed before the Tariff Board 
was an exceptionally high amount. It was added that “we have 
’"The IZconomIst, i;th I’chniary 1923. 
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Riven Ihe actual cost, but il is exceptionally liiRli.” Indeed the 
difrieullies in the way of statiiiR anythiiiR like normal costs 
are veiy great, and insnruiountablc. Tlfe real difficulty about 
making a com))arison is tliis: “ne had barely started before the 
rear. During the war we oblaincd great facilities in the matter 
of the traffic, wi' had no difficulty in disposing of our output 
which was taken by government, lletween 1014 and 1918 it 
is very difficult to find a normal" year. Control was taken off 
by ^'overiiincnt in 19:0 and after that wc had labour trouble.” 
vSnch an absi.ncc of the means of determining normal cost both 
at home and abroad must render the task of the Tariff Board 
extremely difficult and complicated and niu.st inevitably detract 
from the reliabiUl.\" and finality of its suggestions as to the 
rates of duty. 


'J'he problem of .settling the amount of this dutv and of 
settling up a steel schedule is not an enviable one, even under 
the most favourabh" circumstances: We 

F.iclfir.s iifPeiing llic , , , . 

.animint of (lai- S'^t:u that there arc abnormal varia¬ 

tions of costs and prices everywhere, 
"but probable they reach their meridian in the United Stiites, 
where yearlv diff'ereiiees of .'is natch as 150 p. c. arc not 
unknown, alike for iron ore, coke, pig iron and steel products.”* 
Add to these standing difficulties, Ihe abnormal features of 
present days and iiroblem is rendered still more coraplicatc'd. 
Xor are the manufacturers generally in the habit of assisting 
I'ariff lloiirds by furnishing accurate or exiiau.stive data. Thus 
when the T'ordney 'I'ariff was on the talus, the steel manufactur¬ 
ers addressed the Committce^.as this“Knowing the difficulty 
in securing accurate information as to foreign labour costs, 
efficiency and other conditions, and the uncertainty of the 
future, wc are not abie, even if disposed, to dispute,your 
prognosis of the future as ,it may appear in this bill.” Our 
own great .steel manufacturing company has put forward a 


"Jeans, “Iron Trade". 
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demand for a iirotcctivc import duty of 37,J ( tier cent. This is 
allc.t;cd (o bo based upon the prices of the ’';u.q:lish article 
landed in India (Us., 150 pei ton) compared wilh local cost 
of production of Ks. aoo. AVe arc iit)t informed however 
over what ijcriod the alleged Knglish price of Us. 150 has 
])revailed, and in what sense it is to be regarded as a repre¬ 
sentative ])ricc. It is unfortunate th.it lu) (lueslions were put 
to elucidate the .grounds of this basic statement. It was cou- 
•sidcred that lf>okiii,!’' to all the circumstances “wc should be 
able under any roi'dilions to manufacture at th.it price for a 
considerable time.” We have seen alau'e that Ks. i.'^6 was 
admitted to be “an ex'ccptionally hi,gh cost”; so tint wc iniglit 
take it that Ks. joo a ton is a very liberal ma.ximum, especially 
as wc are a.ssurcd that out steel producers can manufacture and 
sell at that price tinder any conceivable circiunsl.'inces. But, it 
was also stated that tin's amount of protection is on the whole 
adequate only "against the ordinary rise and fall of prices.” In 
case of heavy dumping or dcprecialion of exchanges additional 
protection was said to be necessary, and the representative of 
our great steel firm added the lemark; -“I would prefer 
imiiosin.g a higher rate of duty from the start rather than to 
deal with it when emergency arises”—a commendable anti¬ 
cipation of all ]>ossible future troubles. It was also stated that 
the rate of ,^3^ p. c. was based upon estimates of cost for a period 
of five years and with that rate "we should be able to defy 
competition. It is imiio.ssiblc to see further ahead and after 
that period it may necessary to incre.ise or reduce the duty.” 
This idea of a fluctuating tariff i-, however, one not to 
be recommended. Aloreovcr, no ,'ittcmpt was made to relate 
and co-ordinate this demand for a rate with the state¬ 

ment of comparative tx).st presented later by Mr. Tulwiler. 
Thc»i)roposed rate might be defensible although it looks prinia 
facie too hi,gh ; but it was not supiHirled in the oral evidence 
by relevcnt figures. Perhaps it would have been better had a 
more moderate rate been proposed and had been backed up by 



a fuller statistical case. It iniRlit be that the higher figure 
actually brought forward was due to a certain misunderstand¬ 
ing. During sonic of the hearings the President of the Board 
rejieatedly iioiiitcd out to the representative of the steel industry 
that neither interests nor profits could be calculated on what 
ivas set aside as depreciation. “If the sums written oil are for 
depreciation in the ordinary .sense, then before you attempt to 
ascertain what is the .sum on which you arc entitled to earn 
a profit, they must be deducted from the fixed capital expendi¬ 
ture.” In a word “you must deduct depreciation before you 
take the capital on which you arc going to calculate profits, 
otherwise you are calculating the same money twice over.” 
Obviously, depreciation must figure cither as cost or as capital 
expenditure but not in both caiiaeitics. Ultimately indeed, 
Air. Peter.son admitted the rca.soiiable character of this sug¬ 
gestion. He observed: —“After reading the record of evidence 
I would alter my answer. I entirely agree with the President 
that if a full allowance for depreciation is made in the costing 
aceounts, any sum set aside for real depreciation should not be 
taken into accoinu in c.stimating the capital on which 
profit should be calculated as this has already been 
allowed for in the cost.” Nevertheless, after making this 
admission the .speaker' did not jicrci-ive that, as a corollary, 
the rate a.skcd for might lx; lowered. Ills general con¬ 
tention was that for an industrial enterprise to be considere<l 
reasonably successful it should yield lo p. c. on the capital 
e.xpcnditure. In another jdace he urged, however that 15 p. c. 
would be a reasonable profit. “Caiutal cannot now be obtained 
for new industrial enterprises of this nature unless there is a 
fair probability that it will yield 15 P- c.” As regards these 
statements, it might bo pointed out, in the first iilace, that a 
very large capital has already been raised for the enterpri.se at 
a lower rate of intere.st ; aiid further that a great deal of 
the capital is being raised abroad at a much lower rate. 
Finally, the proposition before the Board was not .sufficiently 
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definite. It iniKlit mean tliat an average profit of lo p. c. i.s 
wanted ; or that a minimum of lo p. c. i.s rcipured j it iniRlit 
also mean that a 'lo per cent, profit imist needs be paid in 
periods of Rreat deprc.ssion like the present, in spite of the 
faet that the capital was raise-d to a eonsiderahle extent dliriiiff 
periods of iiifl.ition. These are .so many dilTereiit proiiositions, 
and it is to l.c wished that tlie Hoard had put further (piees- 
tions to elucidate the exact nature of the main proposition. 

The problem of ealeulatiiiR the neve.-sary rate of jirofits is 
eonijilicated in this particular ca>c by the existence of certain 
prior e'onlracls. It has he'en ohsen'ed that under the-sc con¬ 
tract- “the Tata Iron and .Steel Company is committed to the 
annual supiily of larRc (|uantities of rails at prices which, if 
accciited by liiiRlish and lielRian comp.uiies, would be described 
olhe-ially by the Tata Company as an example of (’unipinR”. 
The question has also been raised rvhether with such eamtraets 
running on our Rrcat steel jiroducinR firm can reap the full 
liene-fits of any prote-ction exteiuled to it. In the iliscus.sion 
before the Hoard these objections were not directly met, but 
it wa.s arR'ucd th.it, in Keiieral, the amount to be sujiplied uneler 
these e-ontracts was not very larRC, ami that in the case of 
some of the purchasinR firms the Tala Iron and .Steel Com- 
liany owned a sub.stantial share in their caintal. Jt could 
also be added th.it a revision of these e’ontracts was to be 
expecteel .shortly ; and further, that this loweriiiR of prices was 
one way of RivinR a sub.-tanti;il discount lo customers pur¬ 
chasing large amounts of the ])roducts of the Tata Conipan.v. 

Several proixisals were submitted in order to meet the 
abnormal competition from eNiiintries with depreciated 
exchanges. 'I’lie tin-t jiroposal was to ignore 35 jx-T cent, of the 
defireciation and after that to increase the tariff automatically 
in proportion to the dciireciatioii. Another jiropositioii was 
that the Kuglish price should be taken as the ba.sic price and 
the duty should be so fixed that the total price (including the 
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fluty) of llie imiHirtcil article landetl in India should equal the 
price of similar material imported from liiijtlaud. As regards 
the lirst jiroposal, there is the difliculty that the exchanges arc 
fluctuating and that in some cases the duly as tirojcctcd wouhl 
rise to extraordinary heights. To .hoth schemes it might be 
objected that they would shut out much-needed imports, 
and finally that while they emphasise the advantages for 
exporting possessed by countries with depreciated exchange 
they ignore their disiulvantages due to rising wages and costs. 
It cannot 1)0 supposed that while the external ])rice of a 
country’s currency goes c)n falling its internal price remains 
steady. A reference to tiie recent economic investigiitiou on 
this subject might he recommended. 


Diaiiping in .steel. 


One of the main supports of the demand for protection is 
the ])revalanee of dumping. The case put forward that India 
is the only market o]Hn to dumping 
in .steel at present is no doubt an 
overstatement. It might have been argneil with mueii greater 
eficct that dumping- -whether of the .siH)ra<lic or ot the 
permanent variety, must prove jiarticularly injurious to an infant 
industry like the .steel industry of our country. It ought further 
to be empha.sised that there is a greater dilTerence between the 
influence of dumping on a great exporting country like England 
and its actioji on a country like India of which the manufacturer 
itci)ends mainly on the honie market. In the former case where 
the country largely exports its steel products, dumping from 
abroad has its compensations, in as much as nn:ch of the dumire l 
material is worked up for export to foreign countries. It has 
been recogni/.ed that the supiJly of dumped r.rw material has 
helped the Englisli steel manufacturers, and has assisted the 
lingli.sh steel ])rodncers to secure or retain foreign markets‘for 
finished g<M)ds. The disorganization of labour and capital 
caused by dumping must, on the other hmid, exert a specially 
injurious influence upon a country beginning its manufactur- 



iiig career. Tims it would appear lliat Ihe lasc for coiinUr- 
vailing duties ttgaiml dtmlnng Imrlinilaiiy slroiig in the 
ease oj India. 

Unfortunately, no very satisfactory mass of proof was pro- 
<Iuced before the TarilT Board to snppoit tlic allegations >f 
<him])ing. The Hoard seemed far from s.ilisfied with Uic amount 
of information placed at its dispo.sal on ilic topics of dumping 
or of unfair competition assisted by hoimties and .stibsidics. 
We can luirdly proceed on an imperfect ascertainment ot 
es.sential facts, and a full and careful impiiry in the matter of 
slumping is very necessary. Such an iiniuiry is rendered ino.'e 
sliHicult and exacting by the ricent programmes of re¬ 
duction in costs which have been c;irried out in so 
many countries. .Miaition has alnady been made of 
the steady ajid continuous efforts made by the Knglish 
steel producers in this direction with the result that 
the producing costs have been brougbt down last year only 
aljout 25 per cent, above the pre-war level. Ura.stic rerluctions 
in wages might also lower eo.sts to an e.'vteiil which might arouse 
suspicion in the outsider. Nevertheless, after making ample 
allowance for all such factors, there remain many signilicaut 
indications of dumiiing. 'I'hus we read in the licononiisl. of the 
i;th February, 1023, that “the bulk of the heavy steel produceil 
in this country (lingland) is made at a heavy loss.’’ The same 
journal observes as follows in its issue of the 3rd February of 
the .same j’ear;—“The natural .steji to take to revive industr\’ is 
to reduce prices ; but in the case of the steel trade these had 
been so dra.sticallj’ cut in igai as 4 o leave little room fi.r furtli. r 
reductions in 1922. Further cuts were, however, inc.de until 
i’rices in many in.stanccs toerc suhsitinlially hi'lo:o ailual cosls." 
The same journal states in its issue of 17th November, 1923, 
that “orders have to be in many ca.ses accepted at nnremiitiera- 
live prices and the financial results arc by no means so good 
as the production figures might indicate.” Thc'sc are useful 
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cxi)rcssioHs iiuliciitinp: the course of prices iti IviiglaiKi. As 
regards America the steel mamifacturers stated before the 
{select Committee on Finance, that in ^523 steel was selling 
at 66;.; per cent, below the prices current in Jannarj', 1921. 
'J'he freight costs were double whgt they had been before the 
war, and as regards snpi)lies and materials neeessar>' in steel pro¬ 
duction their prices had also risen hundred per cent. “Yet we 
are selling oiir product on practically a pre-war basis, hoping to 
stimulate a demand by cheapening our i)roduct.” Jiven more 
striking and explicit was sinothcr statement made before the 
■said Committee. “In fact to-day with pig-iron .selling for 20 
dollars, the maker does not realize enough cash to return him 
the mst of his raw materials and freight bills, he being ont of 
pocket as to lalior cost and overhead. What is true of pig-iron 
is likewise true of fini.shed products made from i)ig-iron under 
the iron and steel .schedule, all of arc sclliiif; al sevcial 

dollars I'cr ion below cost of jtrodiiclion”. No doubt, a full 
in(|uiry by the 'I'ariflf Hoard would produce much more evidence 
of dumping of steel; but those in charge of the iiupiiry .should 
not fail to make allowance for the great reduction of costs 
referred to alwe. It is only after making such allowance that 
we c.an arrive at the real cases of dumping. 


The b.alance .sheet of protection is a particularly complicateef 
affair in the ca.se of basic industries. The items on both sides 


nnrdeii of protection 
(liUies on .steel. 


of the account tire much larger and more 
numerous tluin in the ca.se of other 
industries, h'or example, if protection is 


to be given to the steel industry in the form of imimrt duties, the 
countr.v must be jirepared to .shoulder a great burden. The 
representative of the indiustry admitttsl it himself in general 
terms. “We realise however that until Indian works arc ill a 


position to supply that total 're(|uircmeuts of India there will 
always be some difficnltv in imposing so high a tariff.” This 
was a wise and far-sighted admission ; for few countries are in 
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the unenviable situation of bcinp called upon to initiate such .i 
movement towards protection at a time wlien iron and steel have 
iKicome the materials par excellence of eveiy conceivable indus¬ 
try, and when their i>rice foniis a ver>- substantial part of most 
articles. In a word, we are faced witli the iiroblem of protcctiiiff 
steel in the very heart of the iron a^'e. liven amoii}; basic in¬ 
dustries, ii-on and steel form a clas.s l)y themseh'es. If protection 
is afiorded to tlu.-m through imi)ort duties the re.sult will be cither 
that a great many other industries—almost all na.sc-ent ones in 
the case of India—will be handicapped, or that compcn.sating 
l)rotection mu.st be afforded to all of them for at least a generation 
or two. h'or nothing in the tariff history of any country pre- 
l)ares its to accept the common \ iew that in a decade oi so the 
steel industry could be made self-supporting; it look Aincric.a 
thirty years to become sclf-suiiporting in the matter of steel 
rails alone. Alaiiy of the industries which will thus be handi¬ 
capped are younger even than the steel industry, c.g., the 
engineering trade; on the other hand some are \ery old and 
feeble, c.g., our agriculture. 'I'o .say this is of i-ourse not the 
same thing as to assert that protection S'hould not be e.xtendid 
to steel; the statement is however particularly relevent us to thj 
problem of the shapt; in which that protection is to be given — 
whether is is to Ijc given in the form of bounties or of import 
duties. That problem necessitates some indication of the nature 
and aspects of the burden. There is no difficulty in perceiving 
that in granting substantial protcvtionisl duties to steel we arc 
entering uimn a vista of a series of eonjliels betweeu basic in- 
du.strics. 'I'lic coal industry is e.'-seulially a basic industry of which 
the imt>ortance cannot be exaggerated ; and there can be no 
doubt that our collieries will be seriously handicai)]ied by the ri.se 
in the prices of the steel products essential for their oiierations. 
iVotcctive duties on steel will reduce our steel imports but also 
will increase our coal imports by handicaiipiug our collieries in 
their efforts to retain the domestic market. Already the foreign 
coal has effected a lodgment in our market, and if we artificially 
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enhance their cost of replacing coal inachincrj', depreciation 
allowances, etc., foreign imports of coal will no doubt assume 
a dominant ])osition. 'I'hc collieries will d>e al.so hit by the 
increase of railway rates which must follow from an increase in 
the price of steel. The fact is that, the great basic indu.strics 
like the .steel iiulustry, the coal industry and transportation are 
most intinialely interwoven, and we cannot touch the fabric of 
one of them without causing serious reaction on the others. 
With a rise in the price of steel—and therefore of its product 
machinery—our annual capital railway expenditure of so many 
crorcs annually would lie very sub.stantially augmented to the 
detriment of the ta.xiKiycr. As it is, we have put up our rates 
very high, and .still we are not out of the period of railway 
deficits. Moreover, it is at present imperative not only to push 
forward new construction but to make good the depreciation 
brought about durin,g the war i)criod. It needs scarcely be 
pointed out th.it the steel industry itself has been a gre.it suilertr 
from the railway disorganisation and the rise of freights. Mr. 
Petcr.son was asked by the 1 ‘ariff Hoard how the railway dis¬ 
organisation had raised the cost of production of steel. Tie 
answered: “it is chieflv in the cost of wal. We 
consider that the i)resert high cost of coal is an artificial 
price caused largely by the shortage of waggons.” It 
was extilaincd further that the amount of coal demanded 
by our industries cannot at present be handled by the 
railways and that the elTect of the railway disorganisation is 
that the supply of coal is short and that hence the price rose- 
high. The higher prices of steel coal and transportation will 
affect adversely every other Indian industry. Thus, the agri¬ 
culturist will hare to pay higher price for his implements, 
because the jirodnccrs of agricultural machinery will require 
conii)cnsating ])rotecti()n; the manufactures of galvanised sheets 
will similarly increase the prices of a material which is now so 
largely used in the construction of the peasants’ dwellings. 
Among other things, the agriculturi.st will be affected by any 
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increase in the cost of the construction of irrigation works, and 
one has only to remember the immense potentialities of irriga¬ 
tion in India. The Port Commissioners have emphasised Ix'fore 
the Tariff Board that they utili.sed steel “for an nnn.snally larie 
number of purpo.ses” and in ways nhieli demand varx’ing degrets 
of fabrication. They as.scrted that the pra])nsed tariff on steel 
would entail a great additional burden on them. They pressed 
for the exclusion of fabricated structural steel at least from the 
I>roposcd tariff, since otherwise “idl plants imported into India, 
a great ])art of which cannot now be produced in this country 
would be enhanced in cost, the i ffcct of which wordd be e.xtrcnie- 
Iv serious.” It niiglit have been added that any great increase in 
the price of structural steel would tend to emphasise the stagna¬ 
tion of our building oiicrations and would affect adversely the 
nnmerous occupants of our urban houses flats and nian.sions. 

Sonic idea of the coinpensaling dulics which would be claimed 
if protection on ordinary lines is given to .steel can be obtained 
from the evidence of *Mr. ' 1 '. Clavin Jones, President of the 
T'liper India Chamber of Commerce, who appeared before the 
Fiscal Commis.sion as reiirescnting the ^fechanical lingineering 
trade, lie agreed that iron and steel trade should be assisted 
by imiiort duties but he wanted much higher duties to be put 
on the manufactures of the finished articles made from steel. 
Accordingly he suggested a tariff on the following lines: — 


Pig-iron 

Iron and Steel, wrought 
Machinery generally 
Textile machinery 
Agricultural machinery 
Railway plant ... 


Per cent. 

■ 2;^ 

• / /- 

• 15 

10 

5 

• 15 


He was of opinion that the steel industry would not require even 
a 20 per cent, duty or anything like it; but he insisted that, if a 
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30 per cent, duty was given to it he would add .30 per cent, at 
least to his other re<juiremcnts as staterl above. Ilis idea was 
that lower rates should Ije given to textile njachinery because we 
are. not likely to be able to manufacture it in the near future ; on 
the other hand, railway plant could be niauufactured in India 
now and it .should be developed as rapidly as possible; 
consctiucnlly it coul justly claim a higher duty. 

It is obvious from the above considerations, that any pro¬ 
tection given to the steel industry should be both moderate 
and essentially temporary so as not to obstruct the develop¬ 
ment of other industries. In connection with this e-oullict of 
interests, a suggestion thro\\n out by Sir Campbell Khodes and 
accepted by several e-KiH-Tt witnesses before the Fiscal 
Commission deserves consideration. It is to the effect 
that the same llat rate of duty shoukl be iiiiijosed 
upon the products of the ba.sic industry and of the 
hnishiiig industries, 'i'hus to take an illustration, a 15 per 
cent, duty might be put on steel, machinery, railway plant 
and rolling stock ; this will adjust in an equitable way the 
claims of all these industries for protection. 'I'he steel industry 
would in the result obtaui a protection of 15 per cent. The 
industry making machine tools will not be hampercil much, 
because, although it has to ]»ay 15 per cent, more on all the 
ste-el it uses, yet the cost of steel is only a sinall part of its 
total cost of production. Supposing for the .“^ike of examiilc, 
that the cost of steel formed oue-tenth of the total cost of the 
machine tool (of course in practice it will form a much 
smaller iirojiortion) the machine tool industry under this 
scheme loses ijj [ler cent, but obtains a protection of 15 per 
cent. I.P., It has a net iirotection of i,5>j per cent. Needless to 
say that all flic figures useil in this illustration arc purely 
hvpothetical. 

It was the certainty of these endless conllicts of interest 



127 


between indnstries wliicli would be the nccessan' coiisc<iucncc3 

Case for bounties. '■‘^^'lldfed heavy steel tariff 

, tliat led the Piseal Coiiiniission to 
rceoinmeiid lionnties as the better way of assi.stins 
Imsic industries. This view can be snniiorted botli on 
llieoretical and iiractical sronnds. On the tlieoretical side it 
would be difiknilt to apply the yoniif; iiuhntry aiKunient \-alidly 
to a particular industry at the cost of kci-pinjr back the 
development of nninerons nasi-ent industries—many of them 
Jil.so key indnstries. Aiiain in the present keen international 
competition the laurels will remain with that country which 
can soonest reduce its costs of prodtictioii. N'ow, it is well 
known that bounties afford a much greater stimnlns to the 
icdnction and lowering of co.sts. The public-spirited manage¬ 
ment of the Tata Iron and Steel Company have always 
highly api)reci.itcd the superior adv.intages of a iNunity “In 
our original a))i)lication to government we suggested that the 
assistance reipiired by the indusiry could best be given in the 
f(;rm of a luaiiis on production, and we would still l>rcjcr that 
a moderate duly of, say, 15 per cent, should be levied on 
foreign steel and the balance of the protection reipiirtd .should 
be afforded by luetins of a direct bonus on production, the linaii- 
cial astsistaiice recpiired being obtained from the proceeds of the 
duty suggested.” The demand cannot be described as un¬ 
reasonably high as starting ])oiiit of a careful investigation, 
though impartial study by the Hoard must lead to a 
tangible alteration of the figures proposed. I'rom the 
poiill of view of steel inoducel's thinisi-lves, it can be 
easily seen that bounties are preferable to duties. There is no 
industry in which the economies of ma.ssive production and 
of multiform standardisation arc so imjiortant as in the steel 
industry. A large and rapid increase in home consumption is 
essential for the continnons ))rosi)erily of our steel indnslry. 
I'he grealne.ss of the American steel iinlustry was made ix)S- 
sible by the inerease of consum]>tion of steel /)fr capita from 



20 lbs. to 500 lbs. within less than half a century. The 
dcvelopnu nt of economies in the imlustry assumes the growth 
of otlur industries which furnish the market of its products. 
Ilimce it is not in the permanent interests of the steel industry 
tlmt other industries .should be kept b;ick by a ri.se in the price 
of their principal raw matcriaf -steel. The representative of 
our steel producers was therefore wise in exi>rcssing his pre¬ 
ference for boiuities. Xo doubt, jirotectionist import duties 
would enable the Tata Iron and .Steel Comi)any to continue to 
exist, but bounties would help them to develop into grcatnc.ss. 
I'liis consideration is the more itnporlant in India, since our 
industries are few and young, and in no jrosition to bear the 
heavy burdens of a rise in the price of .steel, of coal and of 
tran.sportation. 

There is another reason why bounties would prove more 
attractive to our steel manufacturers than import duties. 
Having asked for temixirary protection they had to propose a 
gradual reduction of the import duty in about fifteen years. 
Hut, as is well-known, the gradual reduction of imjjort duties 
might alTeel protection in inu’Xpecti'd and uncertain ways. 
I'lider conditions of eontiinioiisly fallin,g juices a re'duction of 
the duly might abnormally stiniul.ale foreign import, especially 
if the duty is ud viiloycm, whereas with a bounty on produc¬ 
tion the protection to the industry is certain even though 
being nslnccd by stages. 

From the national j.oinl of view als<j, under the cir¬ 
cumstances there are sjiecial facilities and conveniences for. the 
use of bounties. We have to deal with only two or three great 
individual establishments in the industry which are ably managed 
and c.annot be accu.-cd of any want of zeal for industrial 
dcvelojiment. They themselves have as.serted their preferet),cc- 
for bounties. We have also special facilities for giving indirect 
bounties, as has been .suggested; there might be a guarantee 
of govennnent orders for a term of years, the price to be 
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Iwscd on the costs of the 'I'ata Iron and Steel Company; the 
niilways ttx) niiRlit cnntrilnite their share lo llie boimt>' liy 
revising generously llleir eonlracls with the 'I'ata Iron and 
Steel Company. By a-resort to sneli imthtHls the direct burden 
of the boimtics on onr 'iVeasnry might be reduced. Jt ha.s 
been .seen how the imlirect .'■'acrilicis retinired In- tlie .-ipplica- 
tion of protection to ordinary indmiries are multiplied in the 
case of basic indu.stry ; .and how the argument in favour of 
bounties (.as against import ditties) is weighted and made 
much stronger in these ca.ses. 'J'his combination of the 
theoretical and practical advantages on the side of bounties 
ha.s led .several countries in recent yeiirs to utilise bounties on 
iron ami steel production. 'I'lnis in .Vnslralia by the Iron and 
Steel Products .\ct of lo’j, the following bounties are to la- 
paid unless the profits o.f manuhictiirc already e.scccds 15 pci’ 
cent. iK-r annum on the capital emphivi d. 

Fencing IVite ... ... /i-’-ia iier ton. 

('.alvani?<;d .She-ets ... ... X-'-ia ,, 

Wire netting ... ... yj3-.S ,, 

It might be added that at the same time the import duties 
were reduced to some extent. In New' Zealand the Iron and 
Steel .Vet of 1914 which set aside /j.so,000 for the payment 
of royalties of 12s. tier ton for pig iron, imddlcd bar iron and 
.steel prodneal from bar iron and 24s. tier ton for steel pro- 
ilnccd direct from the fnniace in New Zealand has been 
extended to the year 10.41. South .Xfiica has fi.xed bounties 
to be paid in respect of pig iron and steel produced in the 
Union. 'I'hc bounty consists of js. od. a ton for the first 
three years, i.ss. per ton for the next three years and they are 
then annually reduced by 2S. 6d. a ton till the payment of 
bounty' ceases after eleven years. 

The proposed Indian system of Ixmnties might well be 
something along these lines, although there is no reason in 
our case why the bounties should be raised gradually. It was 
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necessary in those Dominions to befjin slowly in order to see 
whether a snbstaiUial amoinit of production would respond to 
the offer of bounties. In the case of India there is no .such 
necessity because the Iron and >Steel iudnslry has already 
showed its capacity for growth during the war and has asserted 
its claim to be snjiiwted through an epoch of temporary 
difficulties by means of bounties. 

'rile experience garnered by the United States Tariff 
Commis.sion ought tf) lx; of high value to us in India, Ixitli as 
regards the proper attitude to be 

I,ess<)ns of nnti-dnmp- obsen'cd by the innnirer in the matter 
mg legislation. ■' ' 

of dumping, and as regards the right 

lines of auti-duuiping legislation. 'I'hat coniinission regards the 
existence of “a tendency to complain indiscriminately, not only 
of those methods condemned everywhere as tiiifair, but also of 
every form of successful foreign competition.” It refuses to 
accord its sanction to such complaints of dumping, because en¬ 
couragement given to such suggestions would upset legitimate 
business and would provoke retaliation abroad. It suggests some 
criteria of dumping which should indicate when price-cutting 
could be .said to amount to dumping. “Ordinary price-cut¬ 
ting and undcrSL'lliug are so universal, both in domestic and 
foreign fields, that it is taken for granted that restrictions are 
contemplated only when their [iractice is accompanied by 
tiiifair circumsiances or by unjortunalc ptihlir consequences." 
Our intpiirers into the phenomena of dumping would do well 
to bear in mind these criteria. They should investigate whether 
the ]iricc-cutting is accomimnied by either unfair competitive 
devices or by injurj' caused to our indnstrirl development. A 
useful commentary upon the dictum of the Commission is 
fnmi.shcd by the Australian legislation on dumping. That law 
would guard against .such foreign comi)etition as would lead to 
the curtailment of production in Australia or to the lalwur em¬ 
ployed in Australian indu.stries being remunerated inadequately. 



To do justice to the Indian steel producers, it must be added, that 
their representative before the Fiscal Coniniissiou regarded 
foreign competition in*a wise and tolerant si)irit. Regarding the 
fact that in some cases the eximrt ])riccs of American and flennan 
goods are lower than the home i>rices he remarked:—“I don’t 
know whether I can call it dumiung. It is an endeavour to sell 
in the market outside at a lower price. There is nothing un¬ 
reasonable in it. We .should also do it if we had a chance.” 
It is, indeed, not unlikely that Indian pig-iron has been sold 
abroad on occasions at a lower price than it commanded at home. 
On (he other hand, all will agree tint it is not ncccs.sary, in 
order to prove dumping, to establish any actual intention to 
injure, destroy or prevent the establishment of a domestic 
industry. Such an intention cannot be .said to form an essential 
element of dumping. The ordinary motive of the t)-pical 
dumper is only to sustain his production at its full capacity 
by dispo.sing of his surplus stocks abroad at low prices. 

As we in India have had, so far, little c.xperience of anti¬ 
dumping legislation, it is instructive to glance at some of the 
difficulties of such legislation as well as to indicate .some of the 
methods employed and suggested with the object of making it 
a success from the point of view Ixith of the domestic pro<lucer 
and consumer. To take an example, it is generally admitted that 
the Canadian anti-dumping ilaw has been a succc.s.s; but the i 
the achnini.strators of that measure enjoyed (he great and peculiar 
advantage of clo.se geograi)hical proximity to the I’nited States 
whence the dumping mainly orginated. As a consequence, they 
enjoyed great facilities for procuring <lepeudable information 
us regards the domestic values of the duni])ed go(«ls. Had the 
Canadian law been directed chiefly iigainst dumjnng from over- 
seas’the task would liavc been far more complicate<l owing to 
the complexity of world-wide foreign prices of imported articles 
This is indeed, one of the main difficulties of ami-dumping 
legislation—^how to secure information as to the values placed on 
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the cluniiictl kockIs in their hunic market. With the object of 
KettiiifT over this <lifiiculty the Koveriimeiit of the United .States 
deputed special customs ollicers to Kurope. ‘In any particular case 
referred to them, they would visit the exporter and request full 
iiiforuiation as resards liis prices. Jf the exporter declined to 
Kivc such information the dumpinj; duty was applied to his 
goods. There are further comidications to be reckoned with. 
(Ireat skill is retinired to iix the dumping duty at the proper 
level. It must not be higher than what is .strictly necessary, 
because then tlicre would be differential t.axation w'hich might 
injure tlic tloracstic consumer. On the other hand, it must be 
high enough to ju-event dumping, h'or as Prof. Dictzcl has put 
it, low duties “afford no security that the flood due to over pro¬ 
duction in other ctmntries will not wash over the tariff w'all.” 
One has to consider carefully not only the effects of the pro¬ 
poses! <luty on the supplies actually dumped into our country, 
but on the scale of production abroad and thus on the foreigner’s 
potentialities of dumping. Care should also lx.' taken as regards 
the Selection of the proper type of duty employed. It has 
been urged by Dr. T. It. Gregory that “If the duty is ad valorem 
and not specific the danger of dumping is greater from the 
.stand] loint of the protected area than from that of the unpro- 
teeted." The reason is that with ad valorem duties, the lower 
the price placed by the dumper on his goods, the lc.ss he has to 
])ay. In a word, a premium is placed on intensive and heavy 
dumping. 

'I'he chief lesson to be derived from the anti-dumping 
legislation of Canada consists of the methods in which it has 
tried to prevent the law froth needlessly raising prices to the 
consumer. Thus, the law is limiteel in its application to goods 
“of a class or kind produce<l in Canada.” Kven so, it has been 
observed with Ju.sticc tluit its provisions .should not have been 
extended to articles on which othcrwi.se there are no duties, f.e., 
those admitted duty free. There arc other provisions of the 
Canadian law which make for the rcquireil elasticity in its appli- 
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cation and adniinislration. “fioine consc(|ncnccs of loo swccpinif 
an enactnient were avoided in Canada hy (he provision (hat 
the minister of cnstoiTis by rcKiilations may allow the Uinporaiy 
■exemption of goods from the dumping duty, if (he minister is 
salisficfl that similar articles are not made or sold in Canada in 
substantial quantities to all imrehasers on eipial terms nmkr like 
■conditions.” This provision is directed against monoiiolislic 
tendcticics in the domestic industry. '1‘here are other articles 
as regards which a lemporart' exemiition of (heir imports from 
the anti-dumping duly has bccai iirovided for- when the 
dilfcreiu-e between the fair market value abroad and the selling 
price to the importer is only a small per ceiitagi' of the fair 
market value. All these jirovisions tend to pievent an undue 
increase to domc.stic consumers of the jirices charged for imiKirts ; 
and the United .Stales Tariff Commission has rtcommended the 
drafting of similar elastic provisions in the case of anti-duiniiing 
legislation in their own country. In the same si>irit, it must be 
rememliered in India, that the object of anti-dumping laws is 
merely to check diimiiing, and not to grant indirectly or inci¬ 
dentally an instalment of uniiece.ssary protection nor to e-\lend 
preference to the wares of any country. 

A coinixirison of the Canadian legislation and that of the 
United Stales on the subject leads to the conclusion that 
administrative remedies to prevent dumping arc superior to the 
penal method- of-penalising and i)unishing the dumper. Under 
the American Act of i<)i6 the dumper was iironounced guilty of 
a misdemeanour and might be lined and e\'en imi>ri.soned. 
Kx|)ericncc showed however that’ a good deal of A\hal could 
fairly be termed dumping could not be brought within the scope 
of the law and the e.xactitudc both of legal language and proce¬ 
dure made it extremely difficidt to secure convictions. Australia 
has so far improved upon the American model that on a com¬ 
plaint of dumping being certified by the Comiitrolkr-General, 
the Minister might refer the matter for the decision of a judge. 
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Publicity is secured by the provision “that the judge shall sit 
in an open court”. “He shall be guided by good conscience 
and the substantial merits of the case, \\ 4 thout regard to legal 
forms or technicalities, or whether the evidence before him is 
in accordance with the law of evidence or not.” He can pro¬ 
hibit the importation of the article or allow it subject to restric¬ 
tions and limitations. In any case, it is advisable that some 
judicial or, better still, a quasi-judicial and expert committee 
should be vested with the juri,sdiction to investigate and report 
uixm specific complaints of dumping. In India we have the 
Tariff Board which can be utilised for this purpose. 

Our survey of anti-dumping legislation abroad lias provided 
us with some lcs.sons which might prove of value to India. 
Should anti-dumping legislation be contemplated, great care 
should be taken in laying down the true criteria and distinguish¬ 
ing niarks of dumping. As far as jiossible the legislative 
provisions might be made of such an elestic character as 
to prevent an nunecessary increase of prices to domestic 
consniners. The business of ultimately iironounciug on the 
existence of dumping should rest not with admini.strativc 
officials solely hut with an expert body which should not 
be unduly traincllcd by legal technicalities. Apart from 
this, however, considerable discretion should be left with 
administrative authorities, who should also be supplied not only 
with .specialist appraisers at home but with investigating agents 
to conduct enquiries into prices abroad. 

The history of glass indpstry in India is remarkable, both 
for the uniform failure of the earlier experiments and for the 
Indian glass-industry: tenacity with which, undeterred by these 
its advantages and failures, more industrialists have, cni- 
diliicultiea. barked on fresh experiments. At present 

there are over twenty glass-works in India. 

The advantages which have steadily attracted such enter- 
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prise arc obvious, ^s regards the sand jiiid _linie used in the 
manufacture, fairly sffltslactbiy"<iualitic.s are readily arajjablc, 
‘airHongli there is some evidence that the ,san<l and coal obtained 
irTTontiTOilfaT conntrics for the Siime purpose is of a su])erior 
quality. Again, lalmur in India is cheap and readily oblainrddc. 
If might also be added that the natural protection enjoyed by 
the l(x?al industry is nnnsnally great—glass being both a heavy 
and a fnigile article. India i)resents to the imports of glass the 
disadvantage of long di.stances, while it affords to the comjiara- 
tively small local establislnnents the lx;nefit of markets in their 
near vicinity. The industry obviously enjoys a great deal of 
natural protection.^ 

Rut, as is the case with every infant industry, there are initial 
difficulties to be reckoned with. Its foreign rivals can produce a 
clicaiier output on account of the advantages of larger and better 
organi.scd factories, efficiently trained labour, long experience 
and the employment of labour-saving machines. They have the 
benefit, for example, of automatic blowing and prcs.sing 
machines. If the local indn.striali.st tries to purchase such 
machinery he has to pay a very high price because .such price has 
to cover the payment for iiatcnt and royalty. It is also to lie 
noted that some of the chemicals both for colouring or purify¬ 
ing glass, as well as one of the three basic materials, namely 
soda ash, have to be imported, although the cstabli.shmeiit of 
the soda ash indijstry in India might in future reduce tins handi¬ 
cap. One of the great difficulties is that of training skilled 
hands. Indeed, it was argued before the Fiscal Commi.ssion that 
the difficulty of training new hands would itself countervail a 
protectionist duty of 25 (icr cent. The local cost is al.scj increased 
by the necessity of eniidoying glaw technologists, a measure 
whtch is very nece.s.sary because as the Indian Industrial Com¬ 
mission observed “the glas.s-iiKlusrty, even in its simplest form, 
Tnirghly’’tSclrnrcal and can be efficiently carried on only by 
scientifically trained managers and expert workmen. The 
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present state has been reached by iniporling men, only partially 
equipped with the neccssar\' qualifiqiitiiiiis from Knrope and 
Japan.” 'I'licn aRain, there are difficulties rclatiiiR to the design 
and cotistrnction of furnaces and the manufacture of crucibles 
and pots. The making of crucibles, has not been locally taken 
up at all, while the complaint has been made that the crucibles 
from Japan arc costly and not very satisfactory. Finally the 
location of sonic at least of the factories has not been selected 
with con.spicuons skill, b'ir .V'froil Chatlerton observes that “the 
sites for most factories have iirtially been selected regardless of 
the fact that the assemblage of the raw materials would involve 
hea\w transport charges.” Indeed, such mistakes arc only to Ik- 
expected when an imlustry is in its infant .stage, when the eco¬ 
nomies of its industrial siiiatiou have yet been imperfectly 
studied and when tlurc arc so many complex con.siderations lo 
be taken into account in sclei-tiug a proper locality. DilTe-rent 
situations might apjicar suitable according as we take into 
account vicinity to the fuel coming from coalfields, or proximity 
to the source of the required sandstoms, or nearnc.ss of market, 
or availability of lalwuir. (Itlier matters, too, have to be looked 
into .like distance from the seaboard where foreign competi¬ 
tion would be greate.st. Other authorities besides Sir Alfred 
have emphasized the necessity of greater foresight in the selec¬ 
tion of sites for glass works in India. Thus in his “Notes on 
Glass Manufacture” Mr. C. S. Fox writes: “A large number 
of the existing glass works in India have been erected without 
sufficient attention to their normal working economy. In some 
instances the raw materials and coal arc brought long distances 
by rail. In other factories dite consideration has not been given 
to the variety of glassware in the greatest demand in the 
neighbourhood of the works. Consequently, the result has been 
that cither the cost of ]iroduction is high or the freight charges 
on the finished goods are heavy.” 


In spite of these difficidtics, the Indian Glass industry can 



claim to have made satisfactory progress. I,aI)Oiir lias been 
trained for the ordinary' work of 
_^rroKrcps adiipved b* blowing. Again, ViC now pos.scss liicii 
trained in tlie work of the constrnetion 
of ordinary types of fnniaces and in the ini.xtnres and recipes for 
making ordiliarj' glass. We might h<- .“aid to he sneee.ssfni in 
prfHlncing the simiiler kinds of glasi.ware, such as globes, 
chimneys, tnnihlers, bottles, and coarse bangles. On the other 
hand, as has been stiid, we arc .still lacking fnrn.aec or elieniieal 
experts of real merits, and it can lie added that tiiere are very 
few trained managers in the industry. 

Undoubtedly, the industry de.scrves to be as.sisted by the 
state. This help can be reiidcrid in a number of way-.. A great 
many anthorities recommend the eree- 

glMs^iudi«iry tion and working of government glass 

factory. 'I'lie functions of this factory 
should consist of developing the technology of glass mannfac- 
tnre in India and of training up cx|XTts and managers for the 
local glassworks. 'I'liis function cannot be left even to a 
subsidised private factory .since sneb an establishment would 
naturally attach more importance to'profits than to experi¬ 
mental work. Another direction in which as.sistance might be 
found to be suitable on inquiry, W’onld l.'e by .allowing a 
specially low clas.sification to gla.ss in transit. On this point 
too all experts arc agreed. A si>ecial reason for this transport 
concession appears to exist in tlie case of gla“8. •‘lir Alfred 
Chatterton iwints out that railway rates are charged on gross 
weights and the ratio betweni the net weight and gross 
weight of glass packed for transport is ii.sn.ally very low. 
It is also allcgi'd that recently the railways have raised tlie basis 
for calcnl.ation of weights for a naggon-load. For example, for 
a waggon of i6 tons, they fonncrlj' took the basis for c.alcnlation 
at 8i mannds the goods being bulky ; at iiresent thc>' take at 
130 mannds. It is also to be noted that freight by steamer is 



much lower th"n the rnilway frcifrht which the local niamifac- 
turer has to pay. If hfter assistance has been gr.inted along: 
sueh lines it is felt that more help is necessary moderate import 
dttties might be considered, the reason for keeping protection in 
this direction at a moderate level bcjjig that the local factories 
can supply <i very suiall fraction of the total demand of the 
country and under such circumstances to put a heavy import 
duty would be to burden the consumer unduly. Jluch discri¬ 
mination .should also be itsed in ap]>lying the proposed protec¬ 
tion to the proper grades of glas.sware. It is a fallacy of 
ambigpiity that the infant industry argument compels us when 
helping an industry to help every grade of it. In any ea.se, 
as regards glass manufacture many of the higher stages can 
hardly be said to exi.st, and we are not yet manufacturing to 
a tangible extent- -.sheet or jdate glass or table glass. 

Thi; desirability of protection to tlie .sugar industry has 
been recently engaging the attention of the Indian Sugar Com¬ 
mittee. The application of tariff assistance in this direction Is 
Problems of tlie sugar pcrliaiis the most complicated problem 
industry. which the Indian protectionism has to 

face. In general, firotcctiou is employed to overcome diffi¬ 
culties of the manufacturing phase, lint the difficulties 
in the way of the Indian vSugar Industry are manifold being 
partly connected with the land-system, pttrtly with the methods 
of agriculture and i)artly with the system of manufacture. We 
eaii thus perceive what all abnonually heavy task will be 
set to protection when it is called upon to make tlie sugar 
industry a success in India. The agricultural iiandieap is itself 
of a formidable character. Mr. Wood of Messrr-. Parry and Co. 
told the Iiulian Fiscal Commission that as.sistnncc .should be 
given in the way of nursing the raiyat and teaching the raijiat 
to grow the right kind of cane. lie also observes that unless 
India can grow cane in large blocks it can never produce 
sugar cheaper than the foreigner. This evidence was 
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supplemented by that of Mr. Shakespeare, an eminent expert 
representing the Indian .Sugar Produeers’ Association. 
He oi>scrved that thete were certain natural disadvantages under 
which the Indian industry sneers. Of these disadvantages the 
greatc.st is “the climate. The grouping period is very short. 
We have a dry cold winter, then a very hot spell, then very 
heavy rain and then cold again. I am speaking of Northern 
India. The climate is much more e(|uitahlc in the South, in 
the Peninsula. But taking Northern India it is very far from 
being an ideal cane-growing climate. ... If we get the 
field-yield that Java does, I do not think there will be any 
question of protection.” Similarly, the Indian .Sugar Committee 
of igso ascribed much of the .superiority of Java in the matter 
of producing sugar to the methods of cultivation and to the 
efficiency which has been brought to bear on the agricultural 
side of the sugar industry. Mr. B. J. Padshah also in 
his brilliant snpplementarv note to the rcimrt of that 
Committee emphasises the neccSBity of organi.sed improve¬ 
ment in present cultivation. He woidd tni.st to science 
and capital to make up for tlu? defideiicies of soil and climate; 
!Much also depends on improvements on the side of land-tenure, 
“ff the system of land-tcimre in the country permit the putting 
up of large factories and if the rc(|uisitc cnteritfisc, capital and 
science be forthcoming, the modern method of attacking the 
sugar problem would in India without the addition of a .single 
acre of canc-lanils and without anv improvement in the methods 
of cultivation continue to give the present supply of giir and add 
700,000 tons of white .sugar to the production of the country 
without extra cost.” The majoritv of the Committee, too, laid 
the greatest .stress on agricultural imi)rovement. Thus its 
“recommendations throughout havi' been aimed at securing the 
extension of cane-cultivation and, wliat is far more imirortant, 
the adoption of improved methods Isdli of cultivation and of 

manufacture.We fear that any increase in the duty 

might result in bolstering up an inefficient industry to the 
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dclriincnt of the consumer; and that secure behind the high 
protective wall factories in India might make no effort to reach 
the standard of those in other sugar-producing countries, notably 
in Java, where the indnslry has lieen able to dispense with any 
]>rot(.'ctifin sid)sidy or assistance from the govcniment.” Without 
going so far as tlie Committee, we can with advantage note 
that the soundness and development of the sugar industry is 
largely a i|ueslion of agricultural organisation and method, 
llofore the Indian I'isc.al Commission Mr. Shakespeare him¬ 
self has .iccounted for the ,sui)eriorily of Java iii the sugar 
industry by pointing to “the climate, the fertility of the soil, and 
the wonderful organisation of industry. It is one of the best 
organised inilu.slrics of the world. They spend an enormous 
amount of mone,\' on the industry,—not the government, but 
the industry itself.” 

We might now turn to ctni.sider the pro|)osals made as 
reg.'irds the amount of tariff-protection by the experts represent¬ 
ing the sugar interest. Their view was that “under the present 
conditions the indu.stry would rc<iuirc pcrmancnl protection.” 
If, indeed, it is added, conditions improve and the cost of pro¬ 
duction is greatly reduced the protection might perhaps not 
be ])crmancnt. Hut this reduction of cost of production is 
“Ixrund up to a great with what the (jovemment is 
able to do in the <lirection of growing cane. It is 
mostly on Hie agricultural .side that wc arc so far behind.” 
In fact Mr. Shakesiicare’s evidence empha.sises at erery step 
that it is agricultural development which is wanting and 'le 
would invoke protection, in order to remedy this weakness. lie 
goes tm to add:—“On the manufiicturc side, I think we come 
fairly close to Java; but on the field side we arc a long way 
behind, and that is of course the most important side of file 
industry really.” 

This line of reasoning implies that the .state should start by 
assisting the sugar industry with heavy protection (33'/^ per cent. 



has been proposed by Jlr. .Shakespeare). The state should then 
attempt to improve ajiriciiltnral eonditioiis and ti'imres, an 1 
since this is likely tci be a very long-period adair the claim is 
put into i)crmanent proteelion. It was alsfj asserted that 
“even if a ]iermanent duty is maintained and tin? co'-t to tiu- 
consumer is ilUTeascd, it would Ik: to the national advantage of 
India to develop the industry.’’ It slumld be noted that while 
the experts had claimed a duty of twenty per cent, before the 
Indian Sugar Committee, they raised the proi)osal to per 
cent, before the Fiscal Comniis.sion. 

It is intcre.sting to empiire how far the Sugjir Indu.stry of 
India benefited l)y the increased prices and higher tariffs of the 
post-war period. As the Indian Sugar Committee ol>scrve “the 
present duty affords a very substantial measure of protection to 
the Indian Sugar industry”. Nevertheless the industry has not 
been able to take full advantage of the stimulus on account of 
the then existing difficulty in obtaining new machinery. It was 
also noted that eomi)anies registered in the United Kingdom lost 
any benefits that might have been accrued by the high prices 
owing to the operations of the Hritish K.xcess Porlits 'lax. fn a 
word, the conditions were so abnormal that the benefits of the 
additional protection coidd not be secured. ^loreover, even the 
period following the war has presented abiifainal features and 
disturbed conditions. As the Indian Sn.gar Committee has point¬ 
ed out, in a single year sugar has bien ipioted in New York at as 
high a rate as 3 g cents per lb. and at as lf>w a rate as 7 cents; 
estimates for a thousand ton sugar factory were (pioted at 
£220,000 in one month of the year and at X.S5o,ooo in another 
month of the S!ime year. During the same year the iiriee paid 
by the Upper India Factories for their cane rose from 4i annas 
to^ 12 annas per inannd. With such an accumulation of 
disturbing factors it is naturally difficult to trace the effects ..f 
high prices and increased duties. 

Opinions are far from agreed as to the effects which -a 
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protectionist duty might have in the way of burdening the 
Burili'ti of protection eoiisnnier. There is of course no doubt 
to the nMiMimcr. t],at consuuier of the refined sugar 

must pity a higher price under a protectionist regime ; the 
cjuestion, however, is how far the duty on sugar is likely 
to affect the price of giir. .Mr.' Shakespeare argued that 
“eating giir has a separate market of its own. These gurs do 
not fluctuate to the same extent as what we call refined sugars. 
When refined sugar was at a very low rate, eating gur was 
selling at a very spcciid price. They are sweetmeats and they 
arc eaten in the form of gur,’' On the other hand, there were 
experts on the Ilombay side who e.x))ressed the view that "if 
the protective duty is imposed on foreign sugar, the first effect 
will be the rise in price of gur.” It is difficult to decide where 
doctors disagree. But general economic con.siderations would 
show that import duties generally raise the price not only of the 
imported article but of its local .substitutes. We do not imply 
that the price of refined .sugar and of gur will rise by exactly 
the same amount. Allowance must be made for differences of 
quality; but there can be no doubt that the protective duty on 
sugar must raise the price of gur; and any rise in price of gur 
implies that we shall be taxing an enormous number of tonsumers 
for the benefit of a comparatively .small indu-stry. 

In the same connection a cpiestion has been raised whether 
the beneficial results of protection to refined sugar as regards the 
national interests in general are not being e.xaggcrated. As jMr. 
Sfeihasrabuddhe, the reprc.scntative of the Bombay Agricultural 
Graduates’ Association argued, the object of pulling import 
duties is to discourage import of those manufactures lor which 
the raw material cxi.sts in the country and is cither wasted or 
e.xporteil. But in the case under consideration although the 
raw material is produced in the country it is more than fully 
utilised. The gur is a perfectly healthy and good article for 
human consumption and there is no special advantage to the 
countrs' in turning gur into sugar. It must be admitted that 



143 


there is much to be said for the views of Jlr. Sahasrabuddhe. 
But regard is to be had on the other hand to the fact that India 
is importing incrcasii;g and enormous iiuantities of refined sugar. 
This imi>1ies tliat the class of consumers which vvoiild use refined 
sugar rather than gur is increasing and also that the standards 
of consumi)tioti are changing. Moreover India is capable of 
producing enough cane not only to supply the present consump¬ 
tion of gitr but also to feed large manufactures of refined sugar. 
There is undoubtedly a case for encouraging sugar manufac¬ 
ture by all judicious means. 

A great deal of hesitation will naturally be felt before ex¬ 
tending protection to the sugar industry. The first considera- 
An .'iccuiniil.niioii o£ tion that will strike the ctupiirer is that 
dilliniUies. fljp protection claimed is very high 

and even if it is not permanent, it will have to endure 
for a very long time. I'lien again the nature of the 
difllculties in the way of the development of the industry is 
such as to render it unlikely that they could be removed by 
protection. 'I'he problem is, as we have stated above, mainly an 
agricultural one. The sub-tropical climate of .Northern India, 
its system of l.ind-tcnure and the fragnieiiiation of holdings arc 
the main difficulties which make an extension of the system of 
large factories difficult. It cannot 1 k‘ said that protection can 
with advantage be employed to remedy such an accumulation of 
difficulties. Then again, Javii has some othe-r advantages of 
a less desirable sort. The siigiir-manufactnrer there is able to 
sell cheap becau.se he is enabled to control lioth the agriculturist 
anti the lidjourer. It can hardly be .supposed even by the 
stalwarts of protectioni.sm that protectionist as.sistance will be 
able to counterbalance idl these adviiutages. A further difficultj- 
has to be faced in extending protection to this industry in the 
shape of the abrupt and extraordinarx' nuctuatious in the world- 
price of sugar ; as a necessary cousetpieiice of these any protec¬ 
tion afforde'd to the industry will also have to be an exceptional 
and varying character. 



lli^i;licst .niitlioritks— 
prcttwtkniist or free 
tra<le—favour frer eiitrv 
of foroij;!! enterprise aiul 
capital. 


LKCTURR VI. 

PROTliCTIOX AND FOKIilGN CAPITAI,. 

It was iKTceivcd very early in tlie history of protectionisiii 
that one of the fiimlainental conditions of the success of any 
e.xpcrimcnt on that line was the ad¬ 
mission and utilisation of foreign capital 
and organising iKiwer. A series of high 
authorities could be quoted in favour of 
this view, ranging from Dist who im¬ 
parted its present character to the 
lirotcetionist theory to writers of the same side who are our 
coutemix)raries. One of Lists’ crilieisnis of Adam Smith is to 
the effeet that “he has not taken into acconnt, that by the 
policy of favouring native manufacture a mass of foreign capital, 
menial as 'eelt as material, is attracted into the country.’’* 
List emphasi/.cs the peculiarly advantageous position occupied 
by the T.’nited .States of America as regards the adoption of 
protection owing to the fact that they could depend more than 
any other nation on attracting to themselves Knglish capifcd, 
artificers, men of enterprise and workmen. .So necessary' did 
the inflow of capil.il seem to him for the success of a protec¬ 
tionist i)olicy that, in his view, “duties ought only to be increased 
in the ratio in which capital, technical abilities and the spirit 
of enterprise are increasing in the nation or arc being attracted to 
it from abroad’’. L'inally, he would regard protection itself as 
the best instrumentality for securing the nationalisation of the 
foreign c-apital employed in the country. 

Not less favourable were the views of another protectionist 
classic—Alexander Hamilton—to the admission of foreign 


•List, op. oil., pp. 183, 350-2ji and 297. 
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capital: "It is not impossible” he observes "that there may be 
persons disposed to look with a jealous eye on the introduc¬ 
tion of foreign capital as if it were an instrument to deprive our 
own citizens of the profits of our own industry. Hut perhaps 
there never could 1 )c a more itiireasonable jealousy. Instead of 
being viewed as a rival, it ought to be con.sidcred as a most 
valuable auxiliary, conducing to put in motion a greater 
quantity of productive labour and a greater portion of meful 
enterprise than could exist without it. It is at least evident 
that in a country situated like the United States, with an 
infinite fund of resources yet to be unfolded, every farthing of 
foreign capital which is laid out in internal meliorations and 
in industrial establishments of a petmanent nature is a precious 
acquisition.” 

The views of Carey and Roscher in favour of regarding the 
introduction of foreign capital and talents as indispen.sablc to 
the success of protection have been thus summarised:—"One 
can say that the indu.strial tran.sformation of the states entering 
economic civilization after others is due to foreign capital. On 
this matter, Carey and Ro.scher arc in agreenicnt.” Indeed the 
same authority adds that, in effect, the orientation of national 
activities towards industry depends much more on the avail¬ 
ability of capital than on the effects of protection as such.* 

The i>ages of writers like Orunzel (who have made a 
special study of ^"commercial policy”) might be ransacked 
in vain for reliable weaimns of the irrotcctioni.st anuoury 
to be utilised against foreign capital or cntcntri.se. Orunzel 
does not approve of foreign influence entering along the 
foreign capital, but he would not employ any means by which 
"the country would be deprived f that productive factor which 
in thfe course of modern develop) ent has become most import¬ 
ant”. He further admits that the various devices adopted by 
Germany to prevent the denationalisation of certain great enter- 


*Fontana-Rus8o, op. cit,, p. 201. 
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prises like the llamburR—^America line proved to be failures. 
In view of the reeoniniendation made by the Minority of the 
Indian Fiscal Conmiis-sion that a ccrlain proportion of directors 
!<hoiil<l be citizens of the country, it mifthl be noted that similar 
measures were adopted and proved useless in Oermany. "It 
was along this line that were re-framed the statutory changes 
relating to this Hamburg -America l,inc in 1002. But even this 
device does not afford ceidain protection. Wlicn a majority of 
the .shares arc in the hands of foreigners it will not be difficult 
to find citizens for all the imixirtant tiositions, who will obedient¬ 
ly follow the dictates of those whom they .serve.” In fact 
Griinzel is highly optimistic and argues that foreign enterprises 
always end iu being absorbed by the country in which they are 
started and that it is unnecessary to ado])t any siiccial policy for 
nations with that object. “The purely private economic enter¬ 
prises will succumb of themselves to the nationalisation process 
when the time comes. Xo encouragement in Ur's dirc'ction 
through economic iirotective measures has proved itself dc.sir- 
ablc.”* 

Thus the great ])rotectionist writers, with the lcs,sons of a 
century of prolectionisin before them, cannot suggest any ine’ans 
of keeping out foreign capital and enterprise, nor indeed do they 
think such an object a desirable one. On the other hand they 
speak in terms of approval of the encouragement afforded to the 
immigration of foreign business enterprise. Thus, Grunzel tells 
us how after the enactment of the cu.stonis tariff .if iqo6 was 
broughtaliout in Austria, the central committee for the promo¬ 
tion of the industrial development of the Krzgebirg district 
addressed a circular letter to the German Chambers of Commerce 
setting forth that their region offered most favourable oppor¬ 
tunities for the establishment of branch factories. SiniKarly 
he adds that in Russia the textile industry of I<odz owed its 
flourishing condition to Austrians and Germans who were no 


♦Griinzel, of, cit., pp. 262-266; 330. 




147 • 


loiiffer able to market their goods on account of increased duties. 
Thus, on the one hand the experience of foreign countries in 
the matter of restriefcive measures adopted against foreign caiiital 
is not of an encouraging character, while on the other hand 
those countries which have admitted foreign capital and enter¬ 
prise liavc benefited by such action.* 


Apart from the importation of foreign capital, the next 
important financial resource of protectionism is perceived by tlu- 
continental economists to be “the 
Employ,nont of foreign ‘'•••">^*f''n'iation of cai.ital”, i.c., its trans¬ 
capital, the condition ot fereuce from unprotected to iirotcctcd 
the success of Protection. . , . . , , 

indu.stnes. It tK'ni.g tibundtiiUly clear 
that protection cannot by itself add to 
t 3 ie capital, the only altcniatives are either to imptirt 
capital or to transfer c.ipittd from old industries to the new 
and iirotected nitimtfactitres. 'I'hcre is always some friction 
and loss in this proce,ss of triinsference of capitid. 'J'hc danger 
is greatest when the protection is of a heavy and indiscrimimiting 
character. “'I'hat sort of protection will be always comlemnablc 
which, on account of its intense and irrati.mal nature, causes a 
withdrawal of capital from its normal employments in order 
to transfer it to those employments which cannot give good 
results were they deprived of artificial support”. On the other 
hand if protection withdraws capital from less remunerative 
industry to such industry as may after a .short delay, and with¬ 
out artificial sir|)port yield higher i>rofits, such a i>olicy is 
prai.scworthy. 

We have already reviewed the i)ossible directions from 
which capital rasourccs could be ])ossil)ly obtained in the case 
of India to assist a development of industries based on protection. 
Wg have seen that we cannot expect much from what is called 
the hoarded wealth; and that we could not and .should not 
expect to divert agricultural capital and savings towards mann- 


•Grunzcl, op. cit., pp. 


148 


facture. In other countries the accumulations provided by older 
industries are vastly pp-catcr than in India; at present In 
our country except two or three mature industries all the 
others must be considered as infant industries. Consequently 
the relative demands of what must l)e considered as young 
industries bear a much larger proportion to our home resources 
of capital than is the case in other countries. Hence the 
supreme importance of the emidoyment of foreign capital in the 
interest of the progress and development in India. 


The above reasoning does not preclude the possibility of the 
existence of conceivable cases where foreign enterprise in a 
C..mlitio.i.s of cxploi- to exploitation and 


tatioii by 
capital. 


foreign 


Avhere legislative powers have advisedly 
to be exerci.scd to remedj’ matters. 
There is the case where foreign enterprise forms itself into a 
monopoly and is exploiting the con.sumer while closing opiwr- 
tunitics of competition to its local rival. There is another 
situation of the .same character where the great foreign (inn 
starts branches and stifles local competition by unfair conipcti- 
■tive devices. The condition precedent of the adnns.siun of 
foreign enteri)ri.se into India must be that they are purely com¬ 
petitive enterprises and that they maintain the proper plane of 
competititui. This is an cs.sential condition, liecausc the burden 
■of protection can only be decreased by the growth of competinji 
producers within the country. Competitive conditions should lie 
maintained at all costs, but so long as they are 'maintinned there 
can be no question of exploitation by foreign capital. 


In general however the fear of exploitation by foreign capital 
and enterprise is a reminiscence of bygone conditiotis when 
foreign cnterpri.se enjoyed a monopolistic position and profits 
owing to the absence of any competetion from local enterprise 
or capital. To-day our capital is leaving off its negative atti¬ 
tude towards industries; we have produced entrepreneurs capable 
of handling very large industrial undertakings: and we enjoy 
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access to tlic largest market for capital and to the best technical 
skill. Our altered political position has, if we make use of it 
in tlic right way, closed the gates of any adventitious a.ssistuncc 
to foreign rivals. 

There is no doubt that the inauguration of protection tempts 

foreign entcnirise and capital into a country, but the strength 

Unlikeliliood of .-.ay tendency is liable to be 

great rash of fureigii c.\aggcrated; and at the present time 
capital to laiha. ,, ... 

there are counteracting forces to be 

taken account of in a special degree. The Dominions Comniis- 

.sion was dissiitisfied with the rate at which llriti.sh capital anti 

enterprise was moving towards the Dominions in spite of the 

high protective tariffs. Tn the near future, on account of labour 

and other troubles and the rise of local costs of production the 

flow of foreign caiiital towards India is likely to be abnormally 

weak. 'I'he sliorta,gc of mobile capital throughout the world is 

another cause working in the .same direction; and even when the 

general industrial dcpres.sion wears off there will lie acenmrau- 

latcd calls on foreign capital in its own home. Foreign capital 

has not shown itself too ready of late to enter the Indian 

field even with the pro.spective co-operation of the leading 

industrial firms of our country and with the Indian tariff high 

enough to give a fair amount of incidental protection. In some 

cases in which the alliance of foreign capitalists was sernght 

recently they, while agreeing to contribute thesr organizing 

power and capital, tried to shun the loail risks and asked to be 

allotted a cor.sidcrable proportion of .safe debentures. The fact 

is, tlwt here too the effects of tariff in causing movements of 

capital have licen exa,ggcrntcd and tlicre are other forces much 

more powerful affecting its migration. The potential mobility of 

capital has no doubt Ixjen increasing, but at present and for 

much time to come, foreign capital is and vnll be lx>th scarce and 

shy. We must not let ourselves argue from the unexpected 

ease with which our country has been securing government loans 
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into tlio view tlie.t capital is oager to rush into India into 
industrial enterprises with all their risks and without any 
governnient guarantee. There are unmistakable signs that if 
industrial capital migrates to India it will be in alliance with 
well-csliihlishcd Indian firms, and oven these latter have not 
been too successful of late in drawing capital from abroad. 

It is often forgotten that the Indian is the natural heir of 
any foreign enterprise started in India. The foreign eutrepre- 

T1,C yndi-an as the "“'^t sell out his .securities when 

imtiiral lu ir of foreign he retires to his country .ind by such 
eii el prise. traiisjictions they ultimately pa,ss into 

Indian hands. Kven in the case of many Jute Mills of 
Bengal started by the "clannish” vScotchmcn more than half of 
the shares have passed into Indian hands, and the process is still 
continuing. Koreign enterprise has given us a greater Dundee 
in Bengal, and we are now entering gradually on that inherit¬ 
ance; we ought to have done so long ago with a little more 
initiative. As it is, in many of the jute mills the Indians own 
the majority of shares and it is in their jwwer to ap])oint Indian 
directors if they really desired that consummation. Talking of 
foreign enterprises, Grunzel observes, “The purely private 
economic enterprises will succumb of themselves to the naturali¬ 
sation procc.ss when the time comes. No encouragement in this 
direction through economic iwotcctive measures has proved itself 
desirable.” 

The beneficial elTcet of foreign capital and organizing power 
and technical skill cannot be too highly estimated. ITntil very 

Advnnlnge of a.hnit- capital was prone to seek 

ting foreign enterprise, industries in which the certainty of 
success had Iwen demonstrated; and though this state of things 
has altered for the better yet the industrial development of India 
implies the need of so much fresh capital and the inception of 
so many industries that the gain from foreign initiative will be 
incalculable. The industries to be developed arc not only 



numerous and new but higlily complicated in their technique, 
and gigantic in the matter of mass production and utilization 
of byproducts. I'ndcr such circnmstaiiccs, one \you1d agree 
with Mr. 'Manniobandas Ramji who expressed an o]iinioti lK.forc 
the Indian Fiscal Commis.sion in favour of “letting foreign 
entrepreneurs try the initial experiments for my country at his 
charge and expense.” We cannot neglect the influence of the 
impetus and the momentum afforded by foreign capital and tlie 
working of foreign enterprise amongst ns to the local capital and 
enterprise. Comparing the two great instrnnicntalities for 
affording a stinmlns to local cntert'Vi.se—-viz. protectionist tariffs 
and example afforded by the working of the foreign capital and 
enterprise one would be inclined to give even more importance 
to the latter under iiroijer circnnistances. Foreign capital and 
enterprise working in our midst can alone give us the most 
important fae'tor of success -the industrial environment and 
atnio.spherc. 

It has often been urged that it is to our advantage to admit 
foreign capital but not the foreign entreircncur, the objection to 
the latter course being that the profits made by him will leave 
the country. It is .submitted here, however, that the problem is 
not so simple as to be tlecidcd in this way and that there are 
important considerations which deserve to be taken into account 
but which are often neglected in the ordinarj' reasoning on the 
subject. I,ft us compare the con.secittenccs of the two alterna¬ 
tive cour.se.s—^that of admitting foreign capital by itself and th.it 
of admitting the foreign entrepreneur with the capital. 

In the case where foreign papital as well as organisation 
arc allowed to enter the country the establishment of the imhustry 
taken in hand by them li rapid and 
nidhwl e^'peusivc certain. The foreign entrepreneur 
brings with him his whole experience 
and a fully developed industrial organi.sation as well as his 
capital. To admit him is to admit an industry in its entirety. 
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It is true that the country has to pay a price for the industry 
in as much as the profits go to the foreigner as long as his 
interest has not been bought up by the children of the soil. 

. But there is also a price to be paid by the country in the 
other case where only the foreign. capital is imported and the 
ta.sk of developing an industry is left to local organisation. 
Here the awt of i>rcliminary experiments is borne by the Indian 
entrepreneurs who have to buy their experience. The cost of 
industrial experiments on the modern manufacturing scale is 
enormous. So far again as foreign managers have to be hired 
to as.sist local entrepreneurs they have not only to bo paid, but 
as experience in some directions has shown, they can create for 
themselves a i>o.sition of power and patronage owing to the 
restricted kiiovdedgc and experience of their Indian employers. 
Owing to these unfavoimiblc circumstances the nascent stage 
of the industries is a prolonged one and the Indian consumer 
is mulcted for several decades in the shape of high prices. 


The fact is that in Iwth cases the country has to pay a 
price for the establishment of the new industry. In one case the 
price consists of the profits which go to foreigner for a certain 
period—the length of the period depending upon tlie capital 
rc.sourcc and the enterprise available in India for buying up the 
securities of the foreign establishment. In the other case where 
foreign capital alone is availed of by India the price is paid by 
the consumer for a verj' much longer time. It is for the country 
to judge in which of these two ways the iin'c'e to be paid for 
industrial success is the smaller. 


The practical difficulties in, the way of any policy of restrict¬ 
ing the entry of foreign capital and enterprise are very great. 

To illustrate this position we might cx- 


Proposed restrictions 
on foreign ' industriat 
enterprise. 


amine some of the proposals on the 
subject which were placed before the 
Indian Fiscal Commission. It has teen 


often urged that by law half the capital and management in alt 



firms should be reserved for Indians. Such a scheme would 
restrict the full liberty of all parties to sell or purchase the shares 
of such concerns irrespective of colour or nationalitj-. The 
scheme must also have a corollary by which Indian firms once 
floated should lx; prevented from allotting or allowing the 
transfer of more than 50 per cent, of their .shares to RnglishmcTi 
or foreigners. Such a projwsal would not only create two 
markets for shares of the same firm but would also go agiiiiist 
the principle of freedom of contract of which the transferability 
of shares is an importajit application. 

We shall find other such proposals .surrounded with similar 
difficulties. Ret us take u]i first lhat one which would enforce 
mixed boards of directors. Tuder such a scheme, if the director¬ 
ships arc to be divided in pro|X)rl:on lo the .shares held by men 
of the two race.s, there must lie a constant change in the racial 
proportions of the directors as the nsnlt of the sale and purchase 
of shares. On the other baud, if a fixed proportion of directors 
must lx; Indians irrespective of cfliciciicy or.of the holdings of 
the shares in Indian hands, the flow of foreign capital is sure to 
be greatly discouraged. Finally, let us look at another proiiosal 
which has been advanced under highly inlluential auspices and 
which is to the effect that the state in India should reserve the 
right of buying up all foreign concerns on terms and conditions 
that might be .settled by the Oovernment. Now, it is tnu: that 
a similar policy^ was followed succes-sfully with reference to 
Indian railways; but then these latter enterprises had been 
assisted by the state at their inception, and had further Ix'cn 
allotted a tenn of year.'j before which they could not be Ixmght 
out. It is also difficult to see on what fair basis the Govern¬ 
ment could fix the price of these concerns. Would the country 
gafli much or anything if the price iwid was based, as it should 
be on'present as well as prospective profits? And to whom and 
on what principle is the state to transfer the businesses thus 
acqtiired? Above all, it is hardly to be expected that foreign 



iiulustrialists would take the risks of starting concerns which 
could he bought up by the Oovcninxent if and as vSoon as they 
])rovcd successful. 


The Minority of the Indian Fiscal Commission proposed 
that all foreign winpaiiies should in, future be incorporated and 
registered in India in Rupee Capital. One can sympathise with 
the idea undcrl.yiiig the proposid. lUit as a matter of fact, the 
recommendation if carrictl out will re.sult in a somewhat 
superfluous mea.sure .since there are very strong economic forces 
working in the direction already, with the result that the 
proportion of companies inc'orixjratcd elsewhere and working in 
India i.s comparatively siieaking very .small indeed. Moreover, 
it is easy to exaggerate the beneficial results of such a proposal 
as has been ixnnted out. This merisure as well as the other 
re.strictions i)ro|ioscd by the minoritv can do little to prevent 
the ijrofits of the foreign enterjOTses leaving the country. It 
needs to be noted that the Company I,egislation of the world 
might be a-arched in vain for any parallel to many of the pro¬ 
posals which have been put forward on the subject. 


The views of the able.st Indian publicists and captains of 
industry can be shown to be favourable to the unrestricted inflow 
of foreign capital and enterprise. The 
<lusJS.st”i oMndil V- Thackcrscy in his evidence 

tefotje the Indian Fiscal Commissiont 
declared that he would welcome the advent of foreign firms in 
India except where they tried to secure special concessions. So 
also Mr. Manmohandas Ramji in his evidence expressed the view 
that foreign capital and cntcrpri.se if allowed to enter India 
freely would give at their own cost practical experience of in¬ 
dustrial matters to the Indians. He went on to say that if 
restrictive conditions were prescribed for the employment'’ of 
such capital, and the foreign entrepreneurs were consequently 
prevented from investing their capital in India, it would be 
stopping the prosecution of very important industries in the 



country merely on sentimental grounds. Consequently, Mr. 
Kamji declared himself against the proposal to insist on a certain 
percentage of capital and managing aiipointmcnls being reserved 
for Indians in any cntcrpri.st s. K\eu ;») far as coiice.s.sions are 
•concerned, provided equal opportunilics were afforded to Tiulians 
and Englishmen he would place no barrier agaiirst the hitler. 

The views and the practice of the Tatas as regards the 
utilization of foreign capital and organizing iiower arc well- 
known. Another great Indian captain of industry—Sir R. 
Mookerjee—has strongly recommended the free .admission of 
foreign capital into India. Ilis vii’ws were fully e.vpresscd be- 
torc the Indian Industrial Conference of kui. “We often see 
articles in Indian newspapers, or hear s|seches from public plat¬ 
forms condenining the use of foreign (Ihiglishl capital for the 
development of Indian indu.stries. Hut I am afraid, those who 
hold such views do not seriously consider the iiucslion in all its 
suspects. Apart from the fact that foreign capital is only attracted 
by signs of peace and tirospcrity, and that we know that foreign 
capital is welcome in any other country for the develoimicnt of 
her industries, an important consideration for us in India arises 
from the fact that, for our own gix)d, it is wise to allow British 
capitalists to interest them.selvcs in our industries, and thus take 
an active part in their development.” In a similar view the 
Hon’ble Mr. Harkisheidal emphasised the necessaty of “coaxing” 
foreign capital into India before the Indian Industrial Conference 
of 1913. 

Before the Indian Fiscal Commission similar views were 
expressed by Air. B. F. Aladon, a well-known Indian writer on 
economic topics. If the foreign firms come here with their own 
capital and take their own ri.sks, he said, “I do not want to 
have any proportion of Indians in them. That would not be 
fair.” As to the proposed restrictions, he added, “I personally 
don’t see any good in it, because we are in such a backward state 
that it would be in the interests of the country even to have 



indnstrics started by forciffners. So far as the foreign firms 
come in at their own risk they were to lie welcomed since they 
would bring with them their own processes, methods and 
organization : WHiilc they got the benefit of the tariff the country 
would lienefit in its turn by the introduction of new methods 
and the training of Indian labour.” ' Where, however, such com¬ 
panies claimed Covcninicnt patronage, Mr. Madon would have 
the Government sec that they were Indian not merely in name 
but in fact. 

The aliove v iews of our leading organizers of industry are 
powerfully reinfonred by the reasoning and clo(|itcncc of a 
great publicist like Sir P. S. .Sivaswamy Iyer. In a recent 
speech he observed: ‘‘Ivnglish capital, linglish busines.s 
knowledge and ICnglish technical skill ought to be specially wel¬ 
come in this connection (fndian nicrcanlilc marine). It is one 
of the unfortunate results of the niovcnient that is r.ow stirring 
the country that there is a de]ilorable feeling of an anti-Kngli.sh 
character which may dispose people to reject aid from English 
sources. Hut if we remcndicr that our own capital is utterly 
inadequate for all the puriwses of development of the txjuntry, if 
we remember that the Britisher is supreme in many spheres and 
specially in the sphere of sliip-building, of maritime cnteriirise 
and of banking, it would lx; foolisli on our part not to invite the 
co-oiwration and the aid of English business knowledge and 
English capital. I therefore welcome the co-oficration of 
the Briton in advanciiif! this object as well as ntany other objects 
which are dear to us all, for the purpose of promoting the 
drcelopmenl of the country.” 

Our conclusion is that there arc strong re-asons for pau-sing 
before adopting any course which restricts the free flow of 
foreign capital into India. We have to consider the fact ftiat 
conditions c,s.scntial to exploitation by foreigti capital arc a 
matter of the past, so far as India is conccrne<l ; that a vast 
amount of foreign capital is essential for anything like an ade- 



fjuate industrial development of tlie coiuito''; that under present 
circumstances of the world’s capital resources, nothing like this 
adequate supidy of foreign capital is likely to be attracted to 
the country; that artificial remedies for the nationalisation of 
foreign capital have not proved successful in any ecnintty; 
finally, that the comi>etition of foreign capital would lighten the 
burden of protection on the Indian consunicr, would shorten 
the period of infaticy of our industries and would give us the 
much needed experience, organisation and industrial environ¬ 
ment. Nothing is to be lost by delaying the formulation of a 
policy of a restrictive chariicter until we can read the signs 
of the times. If it should apt)ear th.-it under protection a 
plethora of foreign capital is being attracted towards India, then 
it will lie time enotigh for us to imix)sc what conditions we 
choose, and the foreign capitali.st will comply with them in his 
own interests. If, however, as is for more likely to be the case, 
there is no con.siderable ru.sh of capital in onr direction, we 
need be in no hurry t<) block iqi the slender stream by the 
iidoption of artificial restrictions. 



TJvCTURE Vir. 

IMPRRIAI, PRIvI-'KREXCE. 

Till! lalxnirs of the Itiiliaii h'isi'iil Commishiou in the matter 
of Imperial Prefcreiiee have resulted in the formulation of sueli 
a narrower range and scope of that policy as is adapted to the 
eircunistances of fiidia, as well as in the jjrovision of suitable and 
ellieient safeguards of the interests of the Indian producer and 
consumer. But the proposals of the Commission were based 
uixm the long and instructive discussions of the earlier and far 
more extensive proposal for Im])erial Preference. These di.s- 
cussiuiis have thrown light on all the ])otentialities of Imperial 
Preference, and they comprise not only the work of two com¬ 
mittees but (piile a number of controversial writings. It is 
nccesStiry to refer briefly to these earlier discus.sions in order 
to explain the po.sition taken up by the Comniission and the 
significance of the proposals emanating from it. 

The opinions of I.oril Curzon’s (hn crnmenf in India were 
generally unfavourable to the inauguration of the policy of 
Preference by India. No other r^sull could indeed have been 
expected .since, as the (‘.overniuent of India’s letter observes, 
‘‘the rceommendation in faiour of preferential tariffs was of an 
extremely general and indefinite charaeter. .. . . 'riicrc is 

nothing before us in the nature of a. definite ! 5 chcme on the suit¬ 
ability of which to Indian circumstances we can pronounce with 
confidence”. As has been emphasised later by Eonl Ronaldshay,* 
there is nothing in the memorandum in question to support the 
contention that the Government of India would have been un- 
willing to discuss proposals for reciprocal trade concessions. 
Some years later, Sir Edward Law one of the signatories of 
•Earl of Ronaldshay, An Fastem Miscelicny, Chapter 13 & 14. 




the Despatch of 1903 declared that it was for the Home 
Govemuient “to fonnulatc such proposals as will justify India 
in accepting the policy of Ini])crial Preference and such pro¬ 
posals can bo fonuulatcd.” But the question was in fact 
presented to the Indian Covcrniueut of the day in the most 
dogmatic and in the least attractive slia])c. In giving an adverse 
opinion, it spc-cified three considcratons wliieh led it to tliat 
view—the potential diflictiltics regards India’s finances, the 
absence of any great advantage either to Great Britain or to 
India, and finally, the fear of retaliation. Knrtlicr, under the 
then existing circumstances, the Govcniinciit were led to 
assume the incompatibility of a policy of Imperial Preference 
with that of protection for Indian industries ; and while they 
showed by their remarks that they would welcome the existence 
of tariff conditions which would enable them to retaliate on or 
negotiate with other countries they could not anticipate that 
two decades later India vvtnild have a deci.sive voice as regards 
both Preference and a protectionist tariff. In fact a great many 
imiTortant considerations detract from the utiliU’ of the Memo¬ 
randum of ic)o3 for the present controversy—the then absence 
of anything like fiscal auonomy for India, the con.sequcnt 
imi)os.sibility of anything like a protectionist tariff, the pre- 
<loininance of British manufactures in the Indian market, and 
the fact that the issue of Preference was in tho.-*; days presented 
to India in its most vague, dogmatic and uninviting shape 
and form. 

The ilemorandnm considered the financial effects of the 
policy of Imperial Preference in its two main a.spcct.s. In the 
first place, it was assumed in the alrscnce of fiscal autonomy 
that the method by which preference would be accorded would 
bei by a reduction of the duties on Briti.sh goods. It could not 
be foreseen at the time that some years later India would be in 
the same—or nearly the same—iiositiou as the Dominions in 
the matter of a Pari passu prosecution of the iwlicics of Prefer- 



ence and protection. Conscqncntly, it was inferred that a 
certain result of the intnxluction of Preference would be the loss 
of customs revenue. »Sucli conclu.sibns were in those days im- 
avoidablc in the aliscnce of the power to overhaul and readjust 
the whole raiiKc of customs duties to the advantage of the Indian 
treasury. The memorandum, however, added another financial 
consideration which should still be regarded as a very strong, 
if not, indeed, a decisive argument again.st any general scheme 
of Imperial Preference. India, it was argued, is a debtor 
country with the obligation of paying .several millions per 
annum in a currency different from that in which her own 
revenues are collccksl. Hence the inijierativc necessity, as far 
as she is concerned, of preserving an equivalent exce.ss of exports 
over imimrts. It is therefore, a vital object with her to stimulate 
her exports by every means in her power. Should Imperial 
Preference lead to tariff wars, such an excess of export, which 
India ix>ssc.sses normally would be destroyed. She would, as a 
conse<iuencc be not only unable to meet her obligations, but her 
currency system would also receive a nide shock. The (Jovern- 
ment of India might have easily .strengthened its case at this 
particular point by statistical considerations. It has been often 
noted, tliat while our trade with the IJritish Kmpirc has generally 
given us an adverse balance, our trade with foreign countries 
presents the opfKisitc aspect. As a young and gifted Indian 
economist has .stated “if the full programme of Imperial 
Preference were adopted, with preferential import as well as 
export duties, while imports from the British Empire would 
increase, exports to foreign countries would decline, and the 
Ixilance of trade would turn ag.'iinst us.” This is the strongest 
argument, as has been said, .again.st a general and comprehensive 
scheme of Preference. 

( 

The aignment urged against Imperial Preference on the 
ground of potential retaliation is not nearly so strong, and, 
as will be seen its force has been steadily declining in 



the decades which have elapsed since the MeinoraiuUtiit was 
drafted, w'ith the vast growth of Preferential policies in other 
Kmpires. What tvas then regarded as a novelly has now become 
a common fiscal policy of all great political units, liven in 
igoj, Sir Kdward Law was confident as regards India’s jKisition 
in the case of attempted reprijjals. “I feel .sulliciently confident 
that with tile great majority of the countries with which we 
trade, and as regards the very great hulk of onr exports of raw 
material, we arc not only in a safe position, but we could even 
afford, in certain ca.scs, ourselves to a.ssumc the aggres-sive by 
going so far as to impose duties on the exportation of jiroduce 
they require for their industries”. Such was his confident 
view as regards the possiblities of retaliation. That it was 
not merely a theoretical position was shown by the experi¬ 
ment in countervailing duties against bounty-fed sugar which 
had been carried out at the time. Nor did the fear of reprisals 
preieait the Indian Government of the day from desiring to 
launch out into a |)olicy of reUiliation. It is curious to hear it 
express its fear of reprisals and its belief in its powers of 
efficacious retaliation in the same breath. There could be no 
country against which some measure of retaliation is not 
pos.sible; but, comparatively speaking, few countries can be 
said to be so secure in the matter. This is shown clearly by 
f.ict that while the policy of protection is on the ial>is, no 
aiiprchcnsions have lK*en cxprt'sscd as regards the dangers of 
retaliation, in any (piartcr. In fact the argument from retalia¬ 
tion is the weakest that could be directed against the adoption 
of Im])erial Preference by India. 

The statement of the Ilon’blc .Sir 0 . limes at the Kconomic 
Conference of 1933 forms a suiiplement to Uml Cur/on’s 1 X‘S- 
patch of 1903. The dicta of the Hon’ble Air. limes are valid 
as regards their condemnation of a general .scheme of Imperial 
Preference and it is easy to agree with him “that it would lie 
difficult for India in the present circumstances to embark on a 
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RcncTal iwlicy of Imperial Preference and to set np what may 
be called a ‘two-decker’ tariff.” While condemning unreserved¬ 
ly such a general scheme of Preference, Mr. limes asserted the 
IKJtentialities latent in the policy of judicibusly limited Preference 
as advocateil by the Indiiui Fiscal Commission. He observed 
that he might “reasonalily be askpd whether even granting that 
a general preferential tariff is at present out of question, some 
measure of preference could not be given, at any rate in respect 
of .Some of the items in our tariff schedule, especially as valu¬ 
able tariff concessions have been made to India, not only by llis 
-Majesty’s (lovernment, but also by New Zealand and Canada.” 
On this ]i(iint, after acknowledging that the concessions received 
by India are particidarly valuable in respect of tea, tobacco and 
coffee, he observed : “The course 1 have mentioned would not be 
open, at any rate in the same degree, to the economic objections 
I have taken to a general jireferential tariff, and it is perhaps a 
pos.sible line of advance.” J''urther, as the question of prefer¬ 
ence based on recijirocity was not referred to him he naturally 
made no obserxations on that proposal for which there is even 
a stronger case than for preference on a limited and restricted 
scale. 

The topic of Imperial Prefe-rence had .so far called forth 
a considerable literature besides two public in(|uiries. The Fiscal 

Commis.sion had enjoyed the benefit of 

A iK'tt coiicipticm of the.se studies and its recommendations 
the scope of preference. 

arc iKised on them. ) hese recommenda¬ 
tions consist of the Jormiiliilions of a series of Umitaiious within 
which pr; ference might be granted with the approval of the 
Indian I,egislaturc. The liriutations arc calculated to emphasise 
the new enunciation of Imperial Preference as a ijolicy which 
could 1)0 voluntarily and reasonably adoi)ted con.sistently with 
our interests to promote inter-imperial trade and the manu¬ 
factures of the mother country. The idea of any joint-tariff 
policy of the Empire imi)osed on the comironeut parts is express- 



!y disavowed. The limitations are .so formulated as to make 
the critieisms which n.sed to he justifiahly advanced against the 
larger and, it might be added —enider—.schemes of preference 
applicable no longer. 

The first limitation i-onsists of the assertion that any general 
system of preference is out’of (ptestion and that any preference 
granted should be in eonseiiuenee of a sporadic of a or rather 
selective and discrimiiialing characlcr. This ))ro])osal was a 
logical one, on tlie jiart of a commission whicli lias decided for 
discriminating protection as against a general protection. If pro¬ 
tection is to Ih; given after an iufiniiy into the concrete facts of 
each industry, so must be I’refereiicc'. 'I'his is further em- 
jihasised by the jirinciple laid down that such Preference as is 
given should not impose an appreciable biinleii on the Indian 
consumer. It used to be argued, with a good deal of justifica¬ 
tion, that any general scheme of Preference would unfavourably 
affect the btdance tnide of India, -iiice its exports to foreign 
countries are of much greater value than its imports from those 
countries. Hut, from the present siiieme of ])referenci‘, applied 
to a few and well-chosen articles, no such results need be fearexl. 
The I'nitcil Kingdom has herself .si’t us the e.xamiilc in 1919, bv 
initiating a .scheme of Preference including a limited range of 
articles such as suited herself. 'I'hat scheme is a veiy different 
one from, and on a much more modest .sc-aie than, the vast and 
ambitious scheme of Chamlierlain. Indeed, there is a general 
tendency to restrict and to define more closely the s-cope of a 
policy of preference. 

The second limitation .suggesteil by the b'iscal Commi.ssion 
is that no Preference .diould be gil eii in such a way as to diminish 
the protection required by and afforded 

Cotiil).-itibUity of Pro- to Indian imlustries. The e.vamplc of the 
tc»tioii of rri-fereuce. ' 

Dominions has .shown that Imperial 

Preference is perfectly compatible with protection to domestic 

indiistires, even when the former is adopted on a much more 
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liberal scale than has been contemiilatcil by the Indian Fiscal 
Commission. In nnmerous instances the Dominions increased 
duties on Hri,tish imports, on the ground that local industries 
must receive the first consideration, and that only after they arc 
duly protcctetl should preference be given to British against 
foreign tradg. To take one e.xainple—Canada has proceeded 
tentidivcly in tliis matter raising i)refcrcntiid duties in some 
directions whenever local manufacturers have complained and 
lowering them in other directions whenever experience had 
shown the possibility. In India we have the Tariff Board which 
can study and advise upon the proper relations to lie adopted 
between preference and protection so as to prevent any encroach¬ 
ments on the latter. 


the coiisiuucr is to Ixj 
guarded. 


It is obvious that any scheme of general or indi.scriminatc 
Preference is ruled out by a due regard to the interests of the 
• Indian consumer ami producer. In 

How thi^ imerc-.st of order to minimise the burden to the 
consumer. Preference should be extended 
only as regards iho.'^e eomniodities for 
the iffoeluction of which Great Britiaii itossessos potential 
ca{)acities virtually as good as those iKj.ssessetl by its foreign 
rivals. I'o put it in technical language, the elasticity of supply 
of the particular industry in Great Britain should be likely ulti¬ 
mately to equal or even to exceed that of the same industry 
situated in foreign countries. .Should preference be given to 
commodities selected on this principle the burden to the Indian 
consumers would be small or even nil. On this point the views 
of a wellknown authority on t>roblems of international trade 
might be inserted with advantage:—“If the favoured country 
can increase its iffoduction so as to progress with or even beyond 
the increase of demand, i.e., if competition in that country 
c.stabli.slic-s the same conditions as if its rivals had not been 
excluded, then not only would these latter have to abandon all 
hopes of sharing the preferential market, but the favoured pro- 



ducciTS will iKar part or even the whole of the preferential duty. 
It is certain that in such circumstances the local consumers 
would receive the siline advantafies as if no restraints had been 
. placed on the foreign competition. W’c can say that the pre¬ 
ference might .secure positive advantage to the local consumer if 
under its .stimulus the producers in the favoured region will 
angniciit their production so as to e.xceed the total former 
.supply.” It must he admitted, that we can only rarely come 
across a exmeurrence of circumstantTS so emiucntlj' favourable 
to the adoption of Preference. The contention advanced here 
is, however, that Preference .should not he extended to articles 
regarding which the elasticity of the foreign suiiply is markedly 
greater than that of the coiTesponding llritish supiily.'^ 

'I'here prevailed a fear in many ipiarters that the interests 
of India would not he ixmsidered of iiarainount importance in 
li.xing a policy of preference. It has been oh.served recently 
that llscal autonomy for India does not rest on a statutory basis 
but only on a convention. Hut precedents .show that fiscal 
autonomy lias always grown from more to more by the road 
of convention. This coiwention is reinforced by the express 
recommendations of the Indian Fiscal Commission that 
no i>Teferenee should be granted on any articles without the 
e.vplicit approval of the Indian legislature. In this way an 
extension of Fiscal autonomy is made a condition precedent to 
the inauguration of Preference, and later events might easily 
siiow that there is a great deal of interaction between the rise 
and progre.ss of fiscal autonomy and imperial preference. It 
needs no great prophetic jmwer tj) trace some measure of correla¬ 
tion between Imperial Preference and fiscal autonomy—Ixitween 
the assumption by India of some at least of the sacrifices of 
imperial responsibility and the recognition of India as an equal 
partner of the Fnipire. 

It might be a.sked w-hat value is to be attached to preference 


»Pcintau.i-l<nsso, op. tit,, pp. .wji-jyj. 
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tlnis liniilcd and dcfiiifd and vvliicli would not involve any 
tangible economic loss to India? 'I'lic iiueslion deserves to be 
answered and the objection to be met. Khgland is a country 
which sn])plics a large proportion of the mannfacUtres consiimetl • 
in neutral niarkels, and any tangil|lc j)refereuce shorvn to its 
wares in particular directions in these days of very keen com- 
I)etitioii would have a beiielicial inlluence. In the long period of 
commercial and industrial depre.s.sion which seems to await the 
world, even small adx autages are not without their value. There 
is also the moral inlluence and .stimnlns of regarding India as a 
market favanirably inclined towards British competition as 
again.st foreign manufacturers. In the case <)f some articles the 
ICnglish jiroducer might be just being supplanted by the foreign 
and here a little preference might not be without its value, 
tsoine of these “selcclctl cases” are enumerated in the Fiscal 
Commi.s.sion Keport and others might be found out by the 'I'ariff 
Board. Igistly, there are to l>e considered a few cases where the 
Indian producer might need more protection against the foreign 
produe'cr than against the Britisher. It has also to l)e re¬ 
membered that the scheme of preference might be suijplemeiitc'd 
by reciprocity agreements concluded on e<pial terms by India,, 
which might bring mutual advantages. 

Comparing the potential gains of India and of the 
Dominions from an adoption of Imi)erial Preference we find the 
advantage resting with the former. A high American authority* 
has iMiintcd out that .such preferences as F.ngland has given under 
the programme of 1919 are of interest chiefly to India and the 
Colonics, and because of the limite-d range of articles covered 
bv that preference scheme, there is little in them of value to 
the self-governing dominions. The preference given on tea—^two 
pence a pound—is of importance to us owing to the growilig 
and .severe competition of the te«i from Sumatra and Java. 
There are two other preference's—on coffee and tobacco—^which 
*Colottial Tariff Poiicics. iWa.'ihingtoii) 1922. 




might bo of interest to India if properly inaiiipiilatcd. I'lider 
the seheme for preforenec as laid down by the Coniinission, 
India will be making a niueh smaller saeritice than the 
Dominions and will seenre a larger share of sueli gain as the 
preference can yield. If we hxjk at the list of articles on which 
the United Kingdom gives preferences we liiid in it several staple 
exports of India, .Manrilins and Ihitisli West Indies, but none 
of Canada, Australia t)r South Africa. Unt, there is a wider point 
of \iew from which the potential gains of India might he contem- 
jilated. It is well-knowti that many articles as regards which 
India’s position as exiiorter was once inirivalled are now being 
largely prodticed eksewhere ami hence there is tlu? prospect of 
constantly keener competition with Indian e.\i)arls. Thus, 
Argentina is increasitig her competition tvith India as regards oil 
seeds. Java is a most formidable rival as regards tea. As 
regards rice the competition from French Colonies in the Far 
Ea.st is steadily increa.sing. In onr e.\|)orts of groundnuts we are 
ex])crieucing heavier competition. Indeed, it is very probable 
that some littropcan powers will dex elop their Africjin Colonies 
in such a xvay that the predominance of India a.s an exporter of 
raw materials might be challenged further and in other direc¬ 
tions. ft is, of course! tnie, thaj. countries exporting raw materials 
have the whiishatul of tho.se dependetit tipon their exiiorts of 
manufactures. At the siinie time the develoimient of new colonies 
and protectorates is a source of constantly growing com])eliti<)n 
for the lands cx]Jortiug raw materials predominantly. Hence, 
the growing importance of Imperial preference where it is 
practicable. 

The fear of Ketaliatiou following on the introduction of 
preference has been greatly reduced by the march of events, 
fLs of retaliation. ‘-‘Specially when preference is granted on 
a moderate scale. But there is another 
factor which has been tettding .steadily to rc<lucc the possibilities 
of retaliation since the days of l,ord Curzon’s imiuirj’. Policies of 
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“assimilation” or profereiico have been adopted by all great 
commercial wnmlrics—by the li.S.A., France, Holland, Italy 
and Jai)an. What all practice no one can'condemn or treat as a 
cause of provocation and retaliation. • Thus France ha.s adopted 
"tariff—assimilation” “as its prevailing policy” as regards its 
largest colonies AlgCTia, Indo-China, Tunis, Madagascar, etc. 
With regard to the other French colonies also there are preferen¬ 
tial arrangements. Italian Colonies also grant large preferences 
to national goods. Since 1909, Japan applied the policy of tariff- 
assimilation to Formosa, Saghalicn, etc., itc. ; since 1920 the 
same ixtlicy has been ai)j)lied to Korea. The I’nited States, too, 
pnrsne the policy of preferential trade relations with its colonics. 
In fact there is no i)ower with anything like over-seas Honunions, 
which has not devcloiicd preferential duties. What all therefore 
practise no one can make a ground of retaliation. 

Since the Fiscal Commission expressed itself in favour of a 
discriminating or selective system of Imperial rrefcrence it 
is a well to indicate how such a .system of differential 
imjiort duties could be emiiloyed so as to entail the minimum 
of sacrifice or burden whether for the Indian consumer or pro¬ 
ducer. As regards the producer’s interests they would be 
safeguarded in any event if such legitimate iirotcction as he is 
entitled to is preserved intact. With regard to the Indian con¬ 
sumer the problem is more complicated and we mrst Ixirrow some 
light from the general theory of the incidence of differential 
duties. The chief rule which we ought the conform is, that in the 
interest of the consnmer we should advisedly jilace the smaller 
import duty on the produce from the more “elastic” (or 
expansible) source of su])ply ; otherwise, we practically comijcl 
our comsumer to have resort to the less cfTicient source of supply. 
That source possesses ex-hypolhesi fewer econoinies and poten¬ 
tialities of production, and consequently it has the larger costs of 
production at present or in future. To take an illustration, if 
I may buy an article from two rival factories, it would pay me to 
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cncoiiraRc by iiiy custom that tmc of the two establishments 
which ))ossesses favourable ixitentialitics for manufacturing 
more ami cheaper the article which I purchasi'. 'I'o lake another 
.example, if the facilities possesH-d by bancashire for furnishing 
increased sui)plies of cotton goods of the sort respiired by the 
Indian were greater than those possissed by other countries, 
there would be justification for levying the smaller imixirt duty 
on the goods coming from I,ancashire. 

The almve ijrinciple and its corollaries constitute the 
theoretical basis of a jiulieions ai'plieation of Imperial Preference, 
('.enerally speaking, provided the inter-imi)erial sources are 
found to be able to supply the whole volnme of goods of a parti¬ 
cular kind reipiired by ns, as well as the foreign sources, a 
preferential imiH)rt dntv would h.irdly entail a sacrifice on the 
Indian consumer, because umler such circninstances we could 
count on competition for our cnstoin within the cininre to reduce 
the sacrifice to onr eonsniner. 'I'o take a concrete exami)le of 
this case, if an haiglish-inade article was losing ground in our 
markets only through unfair competition or through circum.s- 
taiices of a temiM)rary character, we ciiii well afford to extend our 
assistance to it. In the sce'ond place, even if the british sources 
of production could not sniiply the whole of the Indian reejuire- 
meiits for the .article in (ptestion at once, it might be conceivable 
that some preference shown by India might lead to the cxiKinsion 
of the industry which could ultimately supply the article as 
che.aply as the foreign source. In fact, there is a close parallel 
between Imperial Preference and protection and the considera¬ 
tions favouring each of them. In either case the domestic tam- 
sumcr might suffer to some extent at the start by the restriction 
of his sources of supply. In both cases we can count uixm the 
growth of the scale of the industries concerned and of internal 
competition to lower the prices idtimatidy. (hi the same ground 
neither protection nor preference could be recommended if the 
source of supply which is proposed to be assisted suffers from a 
comparative inelasticity of supply. 
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So far we have considered llic lines on which and the extent 
to which India slionld jrrant preference to Great llritaiii without 
A i)kij fi>r Imperial raisiiiK the <luestion tif any quid [no quo. 
Reiipri.iit3. ^ appears .highly probable that iu • 

time to come the scope of iirefercnce will be largely expanded 
on the basis of reciprocity agreements, liven at present a great 
deal of inter-colonial trade is regulated by such agreenieiits. Thns 
Canada extendi'il preference to ,S<mth Africa (1004) and to British 
West Indies (loao-ji) by special argeeincnts. Siniilarlj' Australia 
extended ])rotection to South Africa (1906) only after negotiation 
and agreements. It certainly apix'ars more patriotic to make free 
gifts to the .Mother coitniry; hut it prevents the economic 
solidarity of the limpire from being broadhased on a system of 
treaties. 'I'liere is great room to supplement the free-will 
offerings which the Indian Fiscal Commission has recommended 
hi"^ bnsines.s!ike comiracts on much wider lines. We must 
certainly begin with the frce-concessions rccominended by the 
Commission ; but such a system of free concessions between 
Kngland and India corresiionds only to the exchange of cere¬ 
monial “nuzranas” or complimentary gifts, exchanged between 
exiilted personages: no extensive busine.ss dealings can be 
transijcted on such a ceremoni'.d ba.sis. Free-will concessions will 
always be on a .somewhat limited scale ; but the .scope of com¬ 
mercial agreements can be—and indeed will be—automatically 
extended as economic development goes on throughout tlie entire 
Empire, and the need is felt for a.sking favourable treatment in 
new directions. 

We have seen that the first advocates of Imperial Preference 
in India proposed the establishment of a comprehensive and 
general system of preferential rates. The Indian Fiscal Com¬ 
mission has seen the inadvisability of .such a comprehensive 
system and prefers to restrict the .scope of Imperial Preference 
to a group of selected articles on which preference should 
be given. We have seen further that if preference is to obtain 
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an extended scope as desired it should realise in itself the idfa 
of Imperial rcciprocily. Indeed by that name, the nioveiiicnt 
whicli is generally called that of Imperial Preference, was 
act\tidly designated by spf)iis<)rs like Sir I’incent C'aillard. It 
is only such an imperial reciprocity which “ woidd stiimdatc and 
facilitate mutual commercial intercourse, and would by ])ro- 
moting the development of the resources and industries of the 
several parts, strengthen the Kmiiire.” There were (luite a 
number of proponents of the idea of ri ciprocul prcfei 'in e at the 
Ottawa Colonial Conference of 1894 where the policy of pre¬ 
ference was first broached. 

booking at the history of the movement towards Imperial 
Tliriv i)liase.s of the Preference, We find that during the last 
ilka of rrefireiiee. thirt3’' years there have been three 

distinct phases of the idea. 

The firsl phase is naturally identified with the activitj- of 
Joseph Chamberlain in the cause. According to him Imperial 
Preference was to be initiated as a comprehensive and extensive 
system of rates, and to be Ijorn like ^linerva in full panoply. jS'or 
was this enough ; beyond it lay the prospect of Free-Trade within 
the Umpire, and an advance towards this ideal was to be achieved 
by succes.sivc steps of preferential treatment. The .scojie of 
preference was taken to be the widest possible. Tariff walls 
■vi'ere not to be raised by the colonies against llritish products, 
and where they ‘existed they were to be generally lowered. 
Again, the colonies were to agree “ not to enter upon the pro¬ 
duction of articles whose manufacture was not yet developed in 
the colonies but was important in the mother country.” There 
was no question of individual bargaining between the recipients 
of • preferential favours. Such thorough-going advocacy of 
Imperial Preference and such a wide cone-eption of its scope did 
not fail in the end to injure the cause. 

In the face of these difficulties, the advocates of preference 
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began to mince the scope of their policy, and there arose s 
teiidciicv to restrict the application of such a policy to a limitec 
range of articles. This might he called tlic second phase in the 
history of Imperial Preference. The best example of fhi: 
tendency is to be found in the Phi^lish Tariff Act of 1919. Tht 
scheme covers a strictly limited range of articles and the pre¬ 
ferential rates are e.Ntendcd only to -tea, cocoa, collce, chicory, 
currants, dried or irrcscrved fruit, sugar, glucose, molasses, 
Siiccharin, motor-.sjiirit, tobacco, wine and spirits. It was 
obviously felt that this W!us a comparatively small list of articles 
and one moreover, of little value at lea.st to the self-goveruin.c 
Dominions. It was Iherchrre ad<led that this scheme did not 
comprise the wlurlc of the Governments’ preference ixilicy. Pre¬ 
ference “was to infonn the whole of our policy’’—iti particulai 
such capital issues which were to he e.\])ended in the Dominions 
were to he given preference. Dittle or nothing ciimc, how¬ 
ever, of this sitpplementatA' programme of preftTencc. 

Iti the colonies too, during this phase there was seen a 
restriction of the scope of ])reference. Thus in Canada the 
establishnicnt of the Intermediate Tariff virtually circumscribed 
the amount of the Hritish Preference after i(X)6; while the pre¬ 
ference was further impaired by concessions to other countries, 
lint for the defeat of the movement towards rteiinocity with the 
United States of America the process of impairment would have 
gone oti further. Australia too has introduced the principle of 
the intermediate tariff which cannot fail to rechtcc the scr)pc of 
preference. In New Zealand the list of articles on which pre¬ 
ference is given has Ix'en rcdrtixsl and the preference has been 
affected by the desire to increase trade with America. In the 
case of all I>)minions the reduction of Preference would have 
been much greater but for the i)atriotic fervour ettgendcred by 
the great war. 

The third phase of the idea of Imperial Preference has 



come to tlie fore cluring the last few years. As we have seen, 
even at the Ottawa Colonial Conference of itSi^ there were not 
a few partisans of rccif>rocal ['reference who raised the (luestion 
of imperial reciprocity* directly. But it required the long cx- 
peticiicc of preference to make it evident that if preference was 
to hecome a i)ernianent as wel^ as comprehensive policy it could 
oiilj' be on the basis of mutuality. 'I'his attitude has been 
emphatically expressed a couple of years ago by the Australian 
Minister for trade and customs. “While we iwe quite willing to 
accord this large measure of jirotection to British industry and 
give assistance to our kinsmen overseas”, he stated, “I believe 
that thal Itolicy cannol go on lor ever villioul recil'rocily. I 
am very pleased to note that recently the British Piirliament 
have made a start in the way of recii)rocal relations with the 
Dominions. 1 hope it is only a beginning, and thal the states¬ 
men of Britain will see their way clear to recognize in some 
more substantial way than they have up to the present, the value 
of reciprocal trade relationship which we are endeavouring to 
strengthen in the proposals now before us. I admit there arc 
jK'culiar difllculties surroimding the position of Great Britain ; 
but, still, a start has been made, which 1 hope is the beginning 
of better things. As I say, while the commonwealth Govern¬ 
ment <lo not ask for a quid pro quo, the present position, as I 
have said, cannot exist for all lime.’' 

In last year’s Imperial Conference, the reciprocal character 
of Imperial Preference had been strongly enqihasised. Sir 
Philip I/loyd Graeme had announced further .stjecific proposals 
on behalf of the Gnited Kingdom. ICnqHre grown dried figs, 
raisins, plums and currants were’to be admitted duty free. A 
new duty of io.«. bd. per cwt. was to be imposed on foreign dried 
fruits like apples, tiears and peaches, and a duty of 5.*. on 
foreign preserved fruits. The then existing preference on sugar 
and tobacco was stabilised for ten j'cars. These concessions 
on the part of the United Kingdom were of course exiiccted to 
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bring forward a response on the part of the Dominions. The 
idea of recipnx:ity as the basis of Preference was constantly 
brought forward at the Conference, and the Under Secretary for 
the Colonies made an appeal for rcciiu'odty between the Crown 
Colonics and the Dominions. In the subsequent controversy .the 
same idea ha,s been kept to the fore. Thus the Canadian cor- 
resiKUidcnt of the “Times” was of opinion that “ if, as Mr. 
Asquith snggest.s, certain Dominion preferences were rvithdrawn 
it is almost certain that Canadian preferences in favour of Dritish 
goods would be reduced. It is repeated on the other hand that, 
if a gentTal preference iwlicy were accepted by the Mother 
Country and develoi)cd to include food products, it is impos.siblc 
to doubt that Canadian duties wmdd be further lowered in 
favour of Ilritish manufacturers.” W’c have obviously travelled 
very far situ'C the days when it was .said that the main thought 
of the advocates of i)refcreucc was “moral and .syni]>alhetic 
unity”, and that Colonial Preference was granted “not for the 
gain of the gold, the getting, the hoarding, the having”. Mr. 
Uruce, the Australian Premier, in a s]x;ech at Uincoln cmphasi.sed 
the idea of reciprocity in Imperial Preference in a particularly 
nggres.sive style. Australia, according to him, was not there 
as a suppliant for trade relations in order to benefit her.sclf to the 
detriment of llritain. She had .already been approached by 
other countries for reciprocal treatment, but hitherto had 
refuscal offers because they would be detrimental to Great 
llritain. 

There are ample indications in the evidence given before the 
Indian Fiscal Commission and in the report of that body that a 
system of preference based oU reciprocity would be welcomed 
by many in this country. Thus the Hon’blc Mr. Harldshcnlal 
argnal before the Commission that “if the status of India is 
equal to (that of) other partners in the Ktnpire, India should 
be prepared to adopt a preferential tariff in favour of other 
members against foreign countries in return for equal economic 



advanlagcs. No appreciable economic loss to one country 
against another in the Knipirc is contcin]ilatcd by economic 
c(iuality.” In his examination he agreed with Sir 15 . llolberloii 
in deilniiiK Imperiai Preference as “ 15 mpire trade treaties on 
, mntnally favourable terms.” lie added that the other meaning 
of the tenii was given to it by “a political ratliir than an eco¬ 
nomic man, Joseph Chamberlain, and he bad a political game to 
play.” In the opinion of the well-known linancicr and politician 
of the Punjab “India should be jtrepared to adoi)t it (Imiierial 
Preference) if you could get rid of the idea that preference means 
loss to anj' body, and keep the idea that it means mutual rela¬ 
tions, i.e., reciprocity." In fact he made the acceiitance if 
Imperial Preference by India depend upon two conditions -the 
txintractnal .status of India .should be eiptal to that of other 
partners of the Knipire, and there should be an I'Xehange of eipial 
advantages. “Having these two conditions, 1 do not mind 
giving preferential treatment to other members of the ICmpire 
against foreign countries.” 

Nor is Mr. Ilarkisheulars the only authoritative opinion 
advanced in India in favour of Impeiial leciprocity. -\rr. >Sastri 
was reported to have e.xiiressed tin- view that he would not 
object to India being a party to a reciprocity agreement with 
(Ireat llritain. But, as the Fiscal Commission had not the benefit 
of examining Mr. Sastri it had no opporliinit\' of studying 
his views in detail. It was otherwise uith the late Sir 
Vithaldas Thackersey. In his examination he laid down the 
principle that under what he calK'd Imiierial Preference “trade 
relations should be mutnal and on it recipriK'ally advantageous 
footing”. He wanted (he Inditin legislature to decide whether 
in giving and taking preference “there was mutual and reci¬ 
procal advantage to both contracting parties." He went on to 
add the following dictum; “I am convinced that if we have 
a controlling voice and if we have reciprocal advantage then 
a policy of Imperial Preference would be ailvantageous both to 
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us ami U) the lvnil>irc. But in the absence of such full control 
it may he dangerous.” 

The Ilon’blc Mr. Kale, now a niemlK'r of the Tariff Board, 
has also argued ill his work on " Iiiilian Iw'onoiiiies ” that when 
India has secured liscal autonomy and eiiiiality of status with 
the Dominions, she should participate in Imperial Preference. 
" When these conditions arc satisfied, it will be perfectly fair to 
expect from India all the sacrifices which Iinpcri.-il responsibility 
will throw on her shoulders. The main object of liiifierial 
Preference is the consolidation of the Pjnpire and the promotion 
of its material prosperity . . . Imperial consolidation to lie 
attained by jiretereutial trade within the Ivmpire, will, of course, 
entail reciprocal sacrifices, and the scheme must be such that 
each constituent iiart of the ICinpire will be called upon to make 
a reasonable contribution.” 


The al>ove extracts must have shown the prevalence of the 
feeling that Iniiierial Preference inu.st be of a reciprocal 
character in order to be generally accciilablc. It is also easily 
shown that by far the greater part of inter-coloiiial jirefereiices 
in the British Knipiri' are based upon special agreements. 
This has been well brought about in a recent publication of the 
United .States Tariff Coniiiiission. With certain e.xceptions, the 
iiiter-colonial trade of the British I'.miiire does not rest upon 
the basis of the preferences granted to the mother country, 
except in so far as special agreiiuents have been concluded. 
The dates in the following siiiiiinary quoted from that pub¬ 
lication arc tho.se of the introduction and chief revision.s of the 
jirefercntial rates ; the preferences which have been extended 
only after negotiations and agreements are indicated by “Agr.” 
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TabiTvAr View of Britkh Empire Preferences. 


• Preferences 
({ranted 
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Kingdom 
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By Fiji 
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1920 
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The whole 
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j 





Our conclusion is tliat the schtnic of preference laiil down 
by the Indian Fiscal Coiuniission should, and will probably be 
extended largely by reciprocity agreements between all members 
of the Fnipire concluded on e<|ual footing and terms. In the 
meanwhile and as a beginning, the scheme of preference in the 
Report has many advantageous, features to recommend it. It 
deprives Preference of its former character of a general formula 
applicable automatically to a great range of articles; it limits 
o«ir free-will concessions and ollcrings to a morlest scale such 
as is commensurate with the limited capacity of our country 
to make any sacrifices of that kind, and compatible with the 
general exjansion of the trade of India in all directions. The 
amount and scoiK' of the preference should he such as should 
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hannonisc with our protectionist policy. .The Indian Fiscal 
Commission has emphasised protection rather than preference 
and has followed the example of the Donlinions therein. To 
refuse all Preference would be to decline to enter the com> 
mcrcial comity of the Empire as well as to ignore such benefits 
as India is already receiving from preferential treatment; 
while in granting Pre-fcrence on the lines recommended, we 
make a smaller sacrifice than the Dominions at the same time 
that we secure advantages larger tiian theirs. 






